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contribute  to  the  developnent  of  other  Third  World 
countries.  The  macroecononlc  policy  model  of  Nice  also 
provides  policy  alternatives  for  Third  World  countries. 

Theoreticai  perspectives  on  Third  World  development 
and  an  analytical  research  framework  for  the  study  of  the 
development  of  East  Asian  and  Latin  American  HICs  are 
discussed  and  presented.  The  analytical  framework  stresses 
the  interrelationship  between  social  class  relations,  the 
state,  and  the  world  system  and  how  they  shape  development 
in  the  Third  World.  The  empirical  information  pertaining 
to  the  economic  development  of  the  four  HICa  (Taiwan,  South 
Korea,  Brasil,  and  Mexico)  between  1950  and  1988  is  also 
provided.  First,  it  focuses  on  the  relationship  between 
state  policies  and  economic  development,  and  examines  how 
state  autonomy  and  capacity  initiated  development  policies 
and  affected  economic  development.  Second,  it  discuesee 
the  relation  between  the  state  and  social  classes,  and 
shows  how  state-labor  and  state-capitalist  relations 
affected  national  policies  and  development.  Finally,  it 
explores  the  relations  between  the  state  and  foreign 
capital,  and  focuses  on  how  the  state  managed  foreign 
investments  and  multinationals  to  assist  industrialisation. 
In  sum,  the  development  of  Nice  involves  the  state  as  a 
crucial  actor  in  response  to  economic  development.  High 
degrees  of  state  autonomy  and  capacity  enable  a state  to 
effectively  bring  about  economic  development. 


1983  in  ccmparlson  with  4.Bt  and  2. It,  respectively,  for  all 
industrial  economies,  and  6. It  and  3.7t,  respectively,  for 
all  developing  econoniee  (Table  1-1) ■ 

Among  developing  countries,  these  six  Nics  increased 
their  share  of  nonfuel  exports  (nonfuel  primary  products  and 
manufactured  goods)  from  21. Bt  to  50. Bt  between  1963  and 
1984.  Exportation  of  nanufactured  goods  for  Nice  also 
showed  an  increase  during  the  same  period  from  31, 6t  to 
65. 7t  among  developing  countries  (Tables  1-2,  1-3,  1-4,  and 
1-5) . The  remarkable  economic  growth  of  HICs  is  not  only 
providing  the  developmental  experience  from  which  developing 
countries  are  eager  to  learn,  but  is  also  prompting  the 
developed  countries  to  redefine  the  KICs  as  growing 
competitors  in  both  domestic  and  international  markets. 

Yet,  Asian  HICs  performed  much  better  than  their  Latin 
American  counterparts  (Tables  1-6  and  1-7} . The  "gang  of 
four"  East  Asian  Nice  have  an  average  annual  growth  rate 
ranging  from  9.9%  to  12.1%  between  1964  and  1973  and  from 
7,2%  to  8.6%  between  1973  and  1983,  in  comparison  with  8.7% 
for  Brazil  and  6.9%  for  Mexico  between  1964  and  1973,  and 
4.5%  for  Brazil  and  4.7%  for  Mexico  between  1973  and  1983. 

since  1970,  East  Asian  HICs  have  outdistanced  their 
Latin  American  counterparts  in  per  capita  income  growth.  In 
19S0,  based  on  the  cxirrency  value  of  u.s.  dollars  for  1974, 


All  narket  economies  except  those  Indicated  in  b. 

Statistical  Pata  Book.  1985,  1989. 
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goods,  which  accounted  for  67%  of  their  total  export  volume 
in  1963  and  94%  in  1984. 

This  sharp  difference  reflects  distinct  aconomic 
structures  in  Latin  American  and  Eaet  Asian  NZCs.  In  1983, 
manufactured  goods  exported  by  East  Asian  HICs  amounted  to 
three  times  those  of  Latin  American  NICs,  increasing  to  4.4 
tines  in  1984,  and  to  7.3  tines  in  1986.  Only  Taiwan's 
($19,551  million)  or  South  Korea's  ($18,833  million)  export 
volume  of  manufactured  goods  outnumbered  the  sum  of  the 
three  Latin  American  NICs  ($12,638  million) --which  is  almost 
eguivalent  to  Hong  Kong's  total  export  volume  of 
manufactured  goods  ($11,938  million).  In  1986,  Taiwan's 
export  volume  in  dollars  ($35,943  million),  as  well  as  that 
of  South  Korea  ($31,931  million),  and  Hong  Kong  ($32,645 
million) , was  over  twice  the  value  of  the  manufactured 
products  exported  by  the  three  Latin  American  Nice  ($15,786 
million).  Ironically,  in  1984,  Taiwan  and  south  Korea  were 
exceeding  Brazil  in  total  export  of  nonfuel  products. 

The  130  million  Brazilians  export  only  about  as 
much  as  the  18  million  people  of  Taiwan  [one  half 
in  1986)  and  (outside  oil)  the  75  million 
Mexicans — though  they  sit  on  America's 
doorstep — export  only  a quarter  as  much  as  the 
Taiwanese.^ 

Why  is  the  economic  performance  of  East  Asian  HICs 
much  better  than  that  of  Latin  American  NICs?  Why  ware 


Hexico  and  Brazil  unable  to  develop  and  export  manufactured 
products?  And  why  were  East  Asian  countries  so  successful? 
What  caused  the  divergence  in  economic  performances  between 
the  two  regional  Nice?  What  are  the  obstacles  to  maintain  a 
continued  high  rate  of  economic  growth  in  Latin  American 
Hies?  Purthermore,  what  factors  are  likely  to  aid  efforts 
to  continue  with  the  high  level  of  economic  growth  in  East 

Current  debates  on  economic  development  are  narrowly 
economic  (Amsden,  1989;  Cereffl  and  Wyman,  1990;  Hughes, 
1988;  Lin,  1989;  McCord,  1991;  Sachs,  1985;  Wade,  1990; 
White,  1988) . An  adeguate  study  of  economic  development 
needs  to  include  social  and  political  factors  in  the 
explanatory  equation,  it  requires  a society  and 
■economics-cum-polities"  approach.  In  short,  it  must  deal 
with  the  fundamental  relationships  among  the  state,  society, 
and  the  world  eyatem  force  on  economic  performance. 

Economic  policies  are  ever  more  politicized.  International 
political  and  economic  forces  also  come  into  play.  The 
three  factors — state,  society,  and  world  system — help  to 
shape  national  industrialization  policies. 

The  central  issue  is  how  these  variables  and  their 
interactions  can  account  for  the  transition  from  import 
substitution  industrialization  (ISI)  to  export-oriented 
industrialization  fSOI)  that  occurred  in  East  Asian  HICa 
but  not  in  Latin  American  Nics.  The  EOI  was  the  turning 


last 


point  for  East  Asian  KIcs  to  take  off  econooically,  3 
sustained  a high  gcovth  rate  in  East  Asia  during  the 
three  decades.  By  contrast,  unable  to  move  from  ISI  to  EOI, 
Latin  American  states  experienced  economic  stagnation  and 
developmental  shortcomings.  The  role  of  the  state  is  the 
key  factor  in  Initiating  economic  policies  and  in 
determining  economic  growth. 

This  dissertation  is  organised  into  11  chapters, 
chapter  2 discusses  theoretical  perspectives  on  Third  World 
development.  Chapter  3 presents  the  analytical  framework 
and  research  design  for  this  study.  The  interrelationship 
between  social  class  relations,  the  state,  and  the  world 
system  and  how  they  shape  development  in  the  Third  World  are 
examined  using  a historical-structural  approach,  chapter  4 
briefly  reviews  the  historical  heritage  and  the  formation  of 
the  state  in  Taiwan,  Korea,  Brasil,  and  Mexico.  In  chapters 
5 through  10,  empirical  information  pertaining  to  the 
economic  development  of  the  four  NICs  between  19S0  and  l9Ba 
is  provided,  chapters  5 and  6 focus  on  the  relationship 
between  state  policies  and  economic  development  from  1950  to 
1970  and  from  1970  to  1988,  respectively,  and  examine  how 
state  autonomy  and  capacity  initiated  development  policies 
and  affected  economic  growth.  Chapters  7 and  3 discuss  the 
relation  between  the  state  and  social  classes  from  1950  to 
1970  and  from  1970  to  1988,  respectively.  Both  chapters 
show  how  state-labor  and  state-capitalist  relations  affected 


national  policies  and  developsent.  Chapters  9 and  10 
explore  the  relation  between  the  state  and  foreign  powers 
from  1950  to  1970  and  from  1970  to  1989,  respectively.  Both 
chapters  focus  on  how  the  state  managed  and  manipulated 
foreign  investments  and  multinationals  to  assist 
industrialitation  and  economic  development.  Chapter  11,  the 
final  chapter,  summarizes  the  findings  of  this  study  and 


provides  suggestions 
development. 


policy  alternatives  in  Third  World 


CHAPTER  2 

LITERATURE  REVIEW  AND  THEORETICAL 
CONSIDERATIONS  OH  THIRD  WORLD  ECONOMIC  DEVELOPMENT 

Since  the  end  of  the  Second  world  War,  a number  of 
different  approaches  have  focused  on  the  development 
problems  faced  by  emerging  nations  of  the  Third  world. 
Explanations  for  Third  World  development  and 
underdevelopment  have  been  dominated  by  four  perspectives: 
imperialism,  modernization,  dependency,  and  neo-classical 
economic  theory.  These  assertions  represent  different 
theoretical  origins,  such  as  Marxism  and  neo-Harxlsm, 
Weberian  and  neo-Weberian,  classicals  and  neo-olassicals 
(more  economically-oriented),  and  even  liberals  and 
neo-liberals  (more  politically-oriented). 


The  main  purpose  of  imperialism  is  to  gain  control 
over  the  political  and  economic  life  of  other  areas.  At  one 
time,  imperialism  was  equated  with  colonialism.  Basically, 
"imperialism"  is  viewed  as  the  circumstances  of 
international  relationships  of  dominance  and  sujmrdination 
between  states  or  other  collectivities  (Reitsma  and 
Kleinpenning,  1985).  According  to  Evans  (1979): 


the  productive  forcee  in  the  Third  world.  Third  World 
development  was  severely  inhibited  because  its  surplus  was 
being  drained  off  by  foreign  capitalist  or  imperialist 
countries.  In  the  absence  of  this  surplus,  the  Third  World 
had  few  resources  of  its  own  to  invest  and  use  tor 
development. 

Hobson  argued  that  capitalism  in  western  Europe  had 
reached  its  climax  of  development.  Insufficient  demand  at 
home,  due  to  low  wages,  limited  the  expansion  of  capitalism. 
Capitalists  needed  to  seek  markets  abroad  for  their 
commodities.  Thus,  capitalism  was  attached  to  imperialism, 
which  extended  political  power  overseas.  The  acquisition  of 
colonies  enabled  core  capitalists  to  export  capital,  exploit 
overseas  markets,  and,  consequently,  to  maintain  the  growth 
of  core  economies. 

Lenin,  in  his  Immerialismi  The  Highest  Stage  of 
capitalism,  claimed  that  imperialism  is  the  monopoly  stage 
of  capitalism.  For  Lenin,  imperialism  is  basically  an 
economic  phenomenon  restricted  to  a particular  phase  of 
capitalism  rather  than  under  its  political  sway.  The 
political  definition  of  Imperialism  is  not  shared  by  Lenin, 
with  its  economic  essence,  imperialism  is  monopoly 
capitalism,  which  concentrates  production  at  a very  high 
stage  and  has  grown  out  of  colonial  policy.  Imperialism  in 
itself  is  the  trensition  from  the  capitalist  system  to  a 
higher  socioeconomic  order.  Indeed,  this  proposition  can  no 


longer  be  sustained:  The  postwar  epoch  witnessed  a decline 
of  colonization  without  a collapse  of  nonopoly  capitalism. 

Lenin’s  explanation  of  imperialism  was  similar  to  that 
of  Hobson.  Nevertheless,  Lenin  argued  that  a declining  rate 
of  profit  in  the  core  was  the  key  factor  for  investments  in 
the  periphery.  Imperialism  is  primarily  a result  of  the 
capitalist  system  attempting  to  resolve  its  crisis  of 
profitability,  Colonization,  in  turn,  enabled  imperialism 
to  export  capital  to  the  periphery.  In  the  long  run, 
capital  would  be  accumulated  in  the  periphery,  and 
equalization  of  profits  between  the  core  and  periphery  would 
occur.  Clearly,  Lenin  did  not  see  imperialism  as  an  unequal 
relationship  between  the  core  and  periphery,  but  saw  it  as  a 
mechanism  for  capital  outflow  from  the  core  to  the  periphery 
(Roxborough,  1979;  Frank,  197J).  Lenin  also  believed  that 
imperialism  would  lead  to  capitalism  in  the  colonial 
countries,  only  if  the  latter  became  politically 
independent.  Lenin  concluded  that,  as  Third  world 
capitalism  grew,  imperialism  would  decline.  Moreover,  as 
Third  World  capitalism  developed,  the  revolutionary  working 
clase  would  emerge  and  socialism  would  rise. 

of  all,  capital  accumulation  was  accelerated  in  the 
imperialist  countries  through  exploitation  of  other 
countries.  Capitalists  in  the  core  states  received  profit 
returns  higher  than  their  initial  investment  in  the 


pariphery.  Capital  ascport  from  the  core  created  an  outflow 
of  capital  from  the  periphery  to  the  core.  Besides, 
empirically,  a large  amount  of  capital  did  not  go  to  the  new 
colonies  of  Africa  and  Asia  in  the  late  nineteenth  century, 


Luxemburg  (1913)  stressed  that  capitalism  necessarily 
involved  imperialism  and  militarism.  Her  analysis  suggested 
that  imperialism  involved  the  expansion  of  the  capitalist 
mode  of  production  into  pre-capitalist  modes  of  production. 
The  interaction  between  these  modes  of  production  produced 
unequal  exchange,  which  was  the  central  mechanism  of 
imperialism.  This  argiunent  inspired  dependency  theorists. 
According  to  her,  imperialism  was  the  result  of  military 
competition  among  countries  to  obtain  capital  and/or  raw 
materials  for  capitalist  development.  Imperialism  was  the 
twin  of  capitalism.  She  did  not  agree  that  imperialism 
could  save  capitalism,  but  she  did  agree  that  ultimately 
capitalism  would  destroy  itself  due  to  more  competitiveness 
in  the  world  economic  market  and  the  decline  of  capital 
accumulation. 

unlDte  Lenin  and  Luxemburg,  Warren  (1980),  in  his 
Inmeriallsn:  Pioneer  ef  Capitalism,  defined  imperialism  as 
an  original  international  system  of  inequality  and 
exploitation.  The  capitalist  development  is  based  upon  the 
expansion  of  neoessitated  imperialism.  It  is  a specific 
form  of  the  process  at  the  level  of  international 


socioaconomic  relations.  These  have  created  the  conditions 
for  the  destruction  of  this  systen  by  the  spread  of 
capitalist  social  relations  and  productive  forces  throughout 
the  noncapitalist  world.  Inperialisn  lies  in  a temporary 
historical  phase  of  capitalist  expansion.  In  Warren's 
argument,  iDperialism  is  the  international  expression  of 
capitalism's  historical  mission  to  develop  the  forces  of 
production  with  the  logic  of  capital  accumulation.  Thus, 
the  core  states,  in  order  to  sustain  high  rates  of 
development,  viewed  capital  accumulation  as  crucial. 
Imperialism  serves  as  a way  for  the  core  states  to  continue 
their  capitalist  development  (Evans,  1979:16-17).  fet, 
warren  agreed  that  "development"  was  an  Inevitable 
consequence  of  capitalist  penetration  into  Third  World 
countries.  Imperialism  could  promote  the  transformation  of 
traditional  and  close  societies  into  modernity. 

The  classic  views  on  imperialism  did  not  pay  much 
attention  to  the  underdevelopment  or  development  of  the 
periphery,  but  they  influenced  current  neo-Harxist  views  on 
imperialist  behavior  and  economic  motives  (Galtung,  1971; 
Franh,  1967).  The  neo-Harxiste  posited  how  the  core 
countries  produced  capital  and  profits  by  the  way  of 
investment  in  the  periphery  and  the  exploitation  of  low 
labor  wages  and  cheap  new  materials  (Evans,  1979:16). 
Imperialism  is  conveived  of  as  a dominance  relation  between 
the  core  and  the  periphery.  In  other  words,  the  periphery 


performs  Important  functions  for  the  core's  capitalist 
development.  The  function  of  unequal  exchange,  involving 
exports  of  primary  products  for  Imports  of  goods 
manufactured  abroad,  eventually  leads  to  unequal  capital 
accumulation.  The  neo-Harxists  have  paid  much  attention  to 
the  underdevelopment  of  the  peripheral  states.  External 
inequality  and  exploitation  are  the  key  factors  for  the 
peripheral  backwardness. 

Amin's  (1976,  1977)  assertions  on  accumulation  and 
unequal  development  are  based  on  Lenin's  theory  of 
imperialism  and  Luxemburg's  theory  of  capital  accumulation. 
He  argued  that  capital  accumulation  and  imperialism,  on  a 
world  scale,  involve  relations  between  the  center  and  the 
periphery.  Imperialism  has  impact  on  development  and 
underdevelopment  of  the  periphery  by  virtue  of  economic 
dependence  (i.e,,  increasing  financial  dependence  upon 
investments  of  foreign  capital) . Negatively,  imperialism 
results  in  an  outflow  of  profits  and  a return  of  capital  to 
the  core  countries  and,  subsequently,  leads  to  unequal 
development. 

At  the  center,  growth  is  development.  ...  In  the 
periphery  growth  is  not  development,  for  its 
effect  is  to  disarticulate.  Strictly  speaking, 
growth  in  the  periphery,  based  on  integration  into 
the  world  market,  is  development  of 
underdevelopment,  (Amin,  1974r lS-19) 

Positively,  imperialism  leads  to  capitalist  formation 
on  the  periphery. 


were  forced  to  oiaXe  contributions  to  the  acciuoulation  of 
industrial  capitai  for  oore  countries.  laperialism,  thus, 
destroyed  less  developed  countries'  dynanisn  of  industrial 
developnent.  Subsequently,  the  less  developed  countries* 
soonomic  dependence  on  foreign  capitalist  powers  also 
increased.  However,  the  seoond  view  places  much  more  weight 
on  the  positive  inpact  of  imperialism,  to  uproot  backward 
and  traditional  values  and  institutions  and  to  bring  in 
technology  and  capital.  Inperialism  hence  brought  about 
development,  rather  than  underdevelopment,  in  peripheral 

Modernization  or  Deeandencv 

The  contemporary  study  of  Third  World  development  has 
been  dominated  by  two  groups  of  theories:  modernization  and 
dependenoy.  These  are  two  sharply  different  orientations 
and  perspectives  that  seek  to  explain  the  same  reality. 

Since  the  second  World  War,  there  have  been  numerous  efforts 
to  explain  the  issue  of  development  in  the  Third  World  in 
terms  of  foreign  aid,  trade,  resources,  technology, 
multinationals,  institutions,  direct  foreign  investments  and 
so  on.  Modernization  and  dependency  perspectives  have 
generated  various  nodes  of  explanation  for  Third  World 
countries. 

Modernization  perspectives  have  been  applied  by 
non-Marxists  to  the  Third  World  during  the  1950s  and  1960s. 


Hodernlsation  has  been  defined  as  a way  of  class  conpromiee 
other  than  class  struggle  and  is  perceived  as  a way  to 
achieve  change  without  revolution.  In  Marxist  views, 
nodernitation  is  equivalent  to  capitalist  development  and 
the  state  is  used  by  the  capitalists  to  facilitate  this 
process,  However,  the  dominant  themes  for  such 
modernization  perspectives  arise  from  established 
sociological  traditions  and  Involve  the  reinterpretation  of 
the  concerns  of  classic  sociology.  Evolutionism,  structural 
differentiation,  and  diffusion  all  help  to  form  the  ideas 
that  came  to  be  known  as  "Bodarnlzation  theory."  Besides, 
there  is  a clear  integration  of  sociological,  psychological, 
and  economic  features  to  modernization  theory,  e.g., 
reference  to  values,  systems,  individual  motivations,  and 
capital  accumulation. 

From  the  viewpoint  of  evolutionism,  human  societies 
inevitably  experience  a transition  from  "traditional"  to 
"modern."  Development  takes  place  as  cumulative, 
continuous,  and  unilinear.  6i-polar  ideal-types  are 
constructed.  For  example,  Maine  (1861/1963)  distinguished 
between  a society  based  on  "status"  and  one  based  on 
"contract."  Tdennies  (1867/1963)  contrasted  Gemeinsohaft 
(community)  and  Gesellschaft  (society).  Durkheim 
(1883/1964)  emphasized  the  shift  from  mechanic  to  organic 
solidarity.  Becker  (1957)  classified  "sacred"  with 
"secular."  Stages  theories — a succession  of  stages  of 


social  avolution — are  also  an  avoiutionisB,  which  are  the 
esttension  of  dichotomous  typology  of  social  change. 

From  the  viewpoint  of  structural  differentiation,  the 
process  of  nodernization  nay  take  off  from  the  preceding  or 
growing  societal  differentiation.  The  idea  is  derived  from 
biological  references.  Social  change  confoms  to  a pattern 
which  is  similar  to  biological  metaphor  of  growth.  Greater 
the  societal  differentiation  (division  of  labor)  results  in 
greater  IDselihood  for  nodernization.  Increase  in  societal 
differentiation  (complexity)  leads  to  development  (Parsons, 
19S6;  Smelaet,  1959;  Eisenstadt,  1966,  1973;  levy,  1966; 
Weber,  1966), 

From  the  viewpoint  of  dif fusionism,  borrowing  superior 
cultural  items  from  abroad  contributes  to  the  movement  from 
tradition  to  modernity.  "Diffusion  effects,"  in  terms  of 
the  adoption  of  valuable  cultural  items  from  outside, 
provide  the  internal  dynamics  for  societal  change  (Parsons, 
1971;  Inkeles  and  Smith,  1974;  Rostov,  1960;  Moore,  1967; 
Lauer,  1973;  Sogers,  1962;  Bendix,  1967;  Hagen,  196S; 
McClelland,  1961).  Societies  that  are  relatively  isolated 
are  never  able  to  advance  themselves. 

In  addition,  in  the  anthropologists'  view,  cultural 
context  is  a crucial  key  for  a society's  modernization. 

This  perspective  suggests  that  cultural  patterns  affect 
economic  behavior  and  institutions.  This  also  appears  in 
the  Weberian  assertion  that  a cultural  belief  system  can  be 


Heberlari  perspective 


conducive  to  econonic  development.  The 
incorporates  economic,  religious,  and  cultural  factors  and 
allovs  for  historical  diversity  in  creating  a set  of  values 
that  permit  sustained  growth  (Hamilton  and  Biggart,  1988; 
David,  1967;  So,  1990;  Berger  and  Hsiao,  1988;  Heiner  and 
Huntington,  1987).  cultural  practices  probe  the 
nonrational,  subjective,  normative,  and  cognitive  aspects  of 
organisational  life  (Hamilton  and  Biggart,  1989;  Inkelee, 
1962;  McClelland,  1958).  Cultural  dynamics  now  prevail  in 
the  neo-liberal  scheme,  which  link  to  organisational 
patterns  and  legitimate  authority,  as  an  alternative  to  the 
liberal  advocacy  (Hccord,  1991;  Hofheins  and  Calder,  1982; 
Harris,  1979;  Cheng,  1990;  Tai,  1989;  Berger  and  Hsiao, 
1988).  Cultural  explanations  by  neo-liberaliste  have  come 
to  emphasise  the  importance  of  organizational  patterns  and 
political  socialization  in  modern  societies. 

Modernization  theorists  further  assert  that  the 
capitalist  form  of  development  as  experienced  by  advanced 
Western  countries  would  be  the  best  model  for  Third  World 
countries  to  adopt.  The  processes  of  development  in  Third 
World  countries  are  considered  to  be  a phenomenon  associated 
with  historical  latecomers,  who  would  inevitably  follow  the 
same  path  as  that  shown  by  the  Western  developmental 
experience.  This  argument  reflects  a Western  ethnocentric 
view  of  developmental  transition  from  "tradition"  to 
"modernity. " Westernization  is  deemed  as  a measure  of  the 


Third  World  developnent.  "To  westernize"  is  synonyioous  with 
"to  oodernize"  (Lamer,  1958;  Hoselltz,  I960;  Horowitz, 

1962) . Hodernization  is  the  central  source  of  developnent; 
just  as  traditionallsn  is  the  main  source  of  backwardness. 
Clearly,  modernization  and  development  are  in  reality 
transparent  disguises  for  Westernization  (Bendix,  1967; 
Frank,  1967;  Gordon,  1989).  Third  World  countries  could 
develop  merely  from  contacts  with  advanced,  modern  social 
systems,  i.e.,  by  introducing  "modernization  items"  such  as 
values,  institutions,  capital,  and  technology  (Rostov,  1960, 
1971,  1978)  Parsons,  1971;  Eisenstadt,  1973).  The 
ideological  explanation  of  modernization  is  highly 
controversial  and  problematic. 

Hodernization,  in  neo-llberalist  views,  is  the 
fundamental  expression  of  democratization  (Lipset,  1963; 
Huntington,  1968,  1976;  Hoore,  1966).  Political  democracy 
is  related  to  economic  development.  Neo-liberalists  assume 
that  the  higher  the  degree  of  social  mobility  and 
Information  diffusion,  the  greater  the  degree  of 
democratization  of  the  social  system.  The  more  wealthy  a 
country,  the  greater  the  chances  that  a country  will  sustain 
democracy.  Analysis  of  political  democracy  as  a variable 
has  been  viewed  as  a libertarian  product  of  capitalism  in 
the  West.  Thus,  democracy  is  not  relevant  to  Third  World 
countries,  but  is  associated  with  advanced  countries.  The 
concept  of  democracy  has  been  explicitly  associated  with  the 


sense  of  nodernisetion . In  fact,  neo-liberalists  have  been 
always  confused  their  exogenous  and  endogenous  factors  for 
the  reason  of  nodernisatlon  in  the  West.  This  argument  has 
fallen  into  a logical  fallacy  of  the  cause-effect  order, 
i.e.,  political  deoccracy  causes  economic  development  or 
economic  development  leads  to  democracy.  Besides,  political 
democracy  and  economic  development  even  become  a tautology. 
As  applied  to  Third  World  countries,  this  assertion  becomes 
deficient.  Aimed  at  this  problem  by  neo-liberalists, 
democracy  is  not  only  addressed  by  politics  or  economics  but 
has  come  to  be  concerned  with  health,  education, 
urbanization,  welfare,  population,  industrialiaation,  and 
the  social  uses  of  the  public  domain  (So,  1990;  Webster, 

This  perspective  has  fundamental  problems  in  regard  to 
its  overly  linear,  teleological,  and  ahistorical  concept  of 
change  (Taylor,  1979;  Hoogvelt,  1980;  Pieterse,  1991; 

Gordon,  1989;  So,  1990;  Black,  1991;  Weiss,  1968). 
Modernisation  theory  is  olearly  an  oversimplified  model  of 
development  that  lacks  an  historical-structural  input.  It 
ignores  the  history  of  social  class  relationships,  denies 
the  realities  of  development  and  underdevelopment,  and 
fosters  optimism  and  ethnocentrism  (Pieterse,  1991;  Gordon, 
1989) . [ "Bvolution  sorted  history,  producing  an  imperial 
panorama  which  dehistorized  nonwestern  peoples,  or  rather, 
which  granted  them  a history  only  from  the  perspective  of 


the  imperial  lighthouse  (Pieterse,  1991:7)."  The 
differentiation  (functionalism)  theoretical  orientation 
reveals  no  developmental  history  but  rather  focuses  only  on 
mechanisms. 

This  approach  also  leaves  no  room  for  the  occurrence 
of  conflicts  or  changes.  Modernitation  theorists 
overemphasize  the  acceptance  of  the  ready-made  "rational" 
problem-solution  of  the  West:  First,  they  ignore  the  degree 
of  correspondence  of  this  approach  with  the  Icinds  of 
problems  constituting  development;  and,  secondly,  they 
disagree  on  the  ability  of  the  acceptors  to  make  innovations 
of  their  own  concerned  with  solving  their  own  problems.  In 
addition,  modernization  theorists  reject  cyclical  theories 
of  history,  which  stress  a pattern,  l.e.,  rise,  decline,  and 
fall,  of  each  state  in  the  history  of  development  In  the 
modernization  theorist  view,  development  is  continuous  and 
linear,  only  forward  and  not  backward.  It  assumes  that 
western  civilization  will  never  decline  and  fall,  and  will 
always  be  a leader  in  the  world.  This  assertion,  clearly, 
is  vary  ethnocentric  and  problematic.  Also,  the  dichotomy — 
the  traditional  and  the  modern--are  much  too  ambiguous  to  be 
of  ouch  use  as  classifications  of  distinct  societies.  This 
dichotomous  classification  is  unable  to  indicate  the  great 
variety  of  societies.  For  example,  it  is  too  vague  for  Che 
"traditional"  to  "cover  a range  of  pre-industrial  societies 
that  have  exceedingly  different  socio-economic  and  political 


structures  such  as  feudal,  tribal,  and  bureaucratic  empires" 
(Webster,  1990:56) . 

Besides,  they  overlook  the  adverse  effect  of 
diffusion.  The  adoption  of  modern  institutions,  values,  and 
technology  by  traditional  societies  may  not  be  suitable  to 
their  development.  For  example,  modern  technology  in 
advanced  countries  evolved  for  the  sake  of  labor  shortage 
[i.e.,  capital-intensive  Industry  and  labor-saving 
technology) . The  introduction  of  modern  technology  into 
Third  World  countries  may  come  at  the  expense  of  more 
efficient  labor  utilization  and  thus  cause  rapid 
unemployment.  Likewise,  their  traditional  socioeconomic  and 
political  structures  and  values  may  also  tend  to  conflict 
with  modern  values  and  institutions.  Such  adoption  nay  be 
ill-adapted  to  the  need  of  Third  World  countries  and  thus 
impede  their  development. 

Nevertheless,  modernization  theory  offers  an 
"internal"  explanation  of  Third  World  development.  It 
assumes  that  there  is  something  wrong  or  inefficient  inside 
Third  world  countries  that  results  in  underdevelopment,  such 
as  traditional  value  and  culture,  overpopulation, 
illiteracy,  poverty,  less  investment,  and  lack  of 
entrepreneurial  spirit.  This  perspective  on  a state's 
development,  therefore,  places  greater  emphasis  on  the  role 
of  sociocultural,  economic,  and  political  factors  in  terms 


of  atrucfural  differentiation  and  value  changes  on 
individuals  and  Institutions. 

Modernization  theory  rationalizes  imperialisn  on  Third 
World  development.  This  theory  implies  that  a country  which 
is  directly  penetrated  by  developed  capitalist  countries 
should  develop  more  rapidly  than  a country  that  is  not  so 
penetrated.  From  this  viewpoint,  modernization  theory 
emphasizes  the  positive  effects  of  imperialist  capitalistic 
expansion  on  peripheral  areas,  and  more  or  less  ignores  the 
negative  effects  of  imperialistic  expansion,  which  amounted 
to  the  economic  exploitation  of  peripheral  areas,  clearly, 
modernization  theory  is  a theory  of  development  with 
internal  dynamics,  in  contrast  to  dependency  theory  which  is 
a theory  of  underdevelopment  with  external  restriction  and 
subordinate  for  Third  world  development. 

There  is  a deficiency  in  the  modernization  theory's 
explanation  of  the  role  of  the  state  as  an  autonomous  agent 
of  a state's  modernization.  This  deficiency  pertains  to  how 
and  why  it  was  possible  for  the  state  to  justify  the 
demanding  sacrificss  that  were  neceesary  for  development. 
Modernization  theorists  neglect  to  describe  how  the 
autonomoue  state  was  able  to  initiate  development.  Also, 
the  modernization  theory  fails  to  take  into  account  the 
impact  of  external  economic  and  political  dependency  on  the 
formation  of  internal  atructures  and  values — that  is,  it 


does  not  pay  nuch  attention  to  the  international  order 
(Valenzuela  and  Valenzuela,  197S). 

Dependency  theory  has  effectively  ohallenged 
nodernization  theory — i.e.,  conclusions  from  empirical  data 
studies  contradict  the  predictions  of  the  modernization 
paradigm.  An  ahistorical  process  cannot  fully  explain 
development  and  underdevelopment  of  Third  World  countries. 
Third  World  countries  never  followed  the  Western  path 
because  they  have  never  experienced  as  Western  countries 
have  experienced  (e.g.,  imperial  capitalism);  and  they  have 
experienced  something  that  western  countries  have  not 
experienced  (e.g.,  colonialism).  The  colonial  experience 
has  totally  restructured  Third  World  economy  and  has  altered 
their  development  path  (i.e.,  aimed  at  dependent 
development) . Capital  accumulation  formated  in  the  core, 
but  not  in  the  periphery.  The  development  of 
underdevelopment  in  the  Third  World  is  artificially  created 
by  the  long  history  of  colonial  domination  (Fran)c,  1967, 
1969;  Baran,  1973/1957;  Dos  Santos,  1970;  Sueezy, 

1970/1948] . 

Dependency  theory  has  established  itself  as  a new 
approach  to  understanding  Third  World  development  from  a 
historical  view  and  a global  approach.  It  views  development 
from  a Third  World  perspective  and  represents  the  voices 
from  the  periphery  that  challenges  the  modernization 
perspective,  which  examine  development  from  the  viewpoint  of 


metropolitan  countries  (Blonstron  and  Hettna,  1984;  so, 
1990;  Horowita,  1982).  Dependency  theory  was  a response  to 
the  crisis  of  orthodox  Marxism  in  the  early  1980s,  which 
views  imperialism  from  the  metropolitan  perspective.  The 
orthodox  Marxism  asserts  that  Third  World  countries  must 
undergo  the  stage  of  bourgeois  industrial  revolution  before 
they  could  have  a proletarian  socialist  revolution. 

However,  the  Chinese  revolution  in  1949  and  the  Cuban 
revolution  in  the  late  1950s  took  place  without  bourgeois 
industrial  revolution  in  advance,  The  dependency  model  is 
strongly  influenced  by  neo-Marxian  economic  perspective. 
This  approach  holds  that,  in  essence.  Third  World 
underdevelopment  has  little  to  do  with  any  of  the  internal 
factors,  but  is  due  to  the  economic  needs  of  imperial 
powers.  The  nature  of  the  structural  needs  of  the  core, 
according  to  the  neo-Marxist  view,  created  a necessary 
polarity  between  an  extremely  poor  periphery  and  a 
prosperous  core.  A fero-sum  game  by  virtue  of  surplus 
transfers  and  exploitation  then  creates  and  perpetuates 
underdevelopment  in  the  Third  world  (Baran,  1973/1957; 
Sweezy,  1970/1942;  Prank,  1972;  Amin,  1974). 

Dependency  holds  a less  sanguine  approach  for  the 
consequences  of  achieving  rapid  economic  growth  in  Third 
World  countries.  It  argues  that  Third  World  development  is 
not  simply  a matter  of  removing  internal  obstacles  to 
development  by  adopting  "modernization  items"  from  developed 


countries. 


ry  points 


problem  of  Third  World  development  lies  in  the  external 
relations  between  underdeveloped  and  developed  countries, 
Third  world  countries  are  dependent  on  metropolitan.  The 
dependent  countries  lach  the  capacity  for  self-sustained 
development  because  their  structures  are  dependent  ones, 
underdevelopment  is  caused  by  external  imperialist 
relations.  As  Dos  Santos  argued. 

Dependency  is  a situation  in  which  a certain 
number  of  countries  have  their  economy  conditioned 
by  Che  development  and  expansion  of  another  . . . 
placing  the  dependent  countries  in  a backward 
position  exploited  by  the  dominant  countries 
(1970:180). 


Dependency  theorists  focus  on  how  the  internal  process 
of  economic,  social,  and  political  development  in  the  Third 
world  is  structured  by  its  dependent  relation  with  developed 
countries  within  a world  capitalistic  system.  Some  external 
factors  of  Third  world  countries  that  have  been  focused  on 
include  foreign  aid,  trade,  resources,  technology,  and 
multinational  investment. 


Dependency  theorists  further  proposed  that  the 
promotion  of  capital-intensive  industry,  foreign  investment, 
and  heavy  borrowing  would  render  the  peripheral  country  more 
dependent  on  the  core's  technology,  finance,  and  capital 
goods.  The  choices  and  control  of  the  periphery  over  its 
development  are  limited.  The  neo-imperialism  remold  the 
peripheral  states  as  the  ersats  of  the  core.  As  a result. 


industrialisation  without  devslopnsnt  prevails  in  Third 
World  developmant  pattern.  Also,  as  Industrialization 
develops  deeply,  domestic  inequality  increases  and  foreign 
capital  takes  over  the  benefits  of  nodernization  (Cardoso 
and  Paletto,  1979).  Dependency  theorists  suggest  that  the 
solutions  for  the  periphery  are  nationalistic  (i.e.,  to 
oppose  the  domination  and  imperialism  of  the  core)  or  to 
isolate  from  the  unequal  exchange  of  world  trading  system 
(i.e,,  by  implementing  protectionism  or  socialism). 

The  one  serious  weakness  of  dependency  theory, 
however,  is  that  it  fails  to  anchor  analysis  in  class 
relations  (Leys,  1977;  Petras,  197$;  Friedmann  and  Wayne, 
1977;  FitzGerald,  19B1).  This  is  because  dependency  theory 
unduly  emphasizes  world  market  influences  on  national 
development  and  ignores  internal  political  factors  (Baran, 
1973;  skocpol,  1979;  Evans,  1979;  chilcote  and  Johnson, 
1991).  The  dependency  model  assumes  that  Third  World 
capitalists  are  a "lumpen  bourgeoisie"  class  dependent  on 
foreign  capital.  These  domestic  capitalists  will  neither 
resist  foreign  domination  nor  pursue  independent  development 
for  their  countries.  In  addition,  dependency  theorists 
firmly  argue  that  a country's  structural  position  in  the 
world  system  is  a main  determinant  of  development  and 
underdevelopment.  It  seems  that  there  is  no  room  for  Third 
World  countries  to  produce  any  significant  capitalist 


development,  constrained  by  their  dependence  upon  and 
exploitation  by  developed  states. 

Dependency  theory  implies  that  Third  World  countries 
are  caught  in  a vicious  cycle,  in  that  the  more  they  try  to 
develop,  the  more  dependent  they  become,  and  the  less  they 
are  able  to  develop  (Chase-Dunn,  1975;  Rublnson,  1976,  1977; 
Chilcote,  1984;  Frank,  1972;  Black,  1991).  Thus,  orthodox 
dependency  theory  has  a severe  weakness  in  that  it  is  unable 
to  explain  the  actual  modernitation  and  economic  development 
among  certain  rapidly  developing  Third  World  countries  such 
as  Taiwan  and  south  Korea.  This  shortcoming  of  the 
dependency  perspective  is  due  to  its  underenphasls  upon 
class  analysis  and  upon  the  role  of  the  indigenous  state  in 
development  and  its  overemphasis  on  external  imperialistic 
determination. 

Hodernizatlon  and  dependency  have  created  different 
conceptual  and  analytical  frameworks  for  explaining  Third 
World  development  and  underdevelopment.  As  Valenzuela  and 
Valenzuela  (1978)  argued,  the  substantial  differences 
between  them  can  be  attributed  to  different  fundamental 
assumptions  and  different  methodological  strategies  for 
research.  Basically,  modernization  perspective  treats 
development  as  an  evolutionary  process  between  two  ideal 
kyp«s,  i.e.,  the  "tradition-modernity"  dichotomy.  Modernity 
would  take  place  in  the  Third  World  only  it  traditional 
values  and  institutions  are  replaced  by  modern  ones.  This 


kind  of  development  is  simply  an  intrinsic  change  that  is 
considered  as  a comparison  of  change  with  itself  (unit  of 
analysis  is  usually  a nation-state).  Thus,  in  modernization 
theories,  development  is  a necessary  result  of  change.  The 
excessively  optimistic  expectations  of  modernization 
theorists  seem  ineffective  in  interpreting  why 
underdevelopment  still  goes  on  in  Third  World  countries. 

By  contrast,  dependency  theorists  have  pessimistic 
expectations.  For  some,  underdevelopment  is  the  inevitable 
result  of  unequal  exchange  and  exploitation.  Dependency  is 
a theory  of  underdevelopment,  not  of  development.  The 
analysis  in  the  paradigm  of  dependency  is  the  global  system 
with  various  forms  of  interaction  within  nation-states.  The 
global  system  is  farmed  by  unequal  relations  which 
characterize  world  division  of  labor  between  oore  and 
peripheral  countries.  A zero-sum  game  is  implied  in  the 
whole  development;  therefore  competition  is  inevitable  to 
increase  the  share  in  a limited  profit  world. 

Besides,  modernization  theorists  see  foreign 
investment  and  foreign  aid  as  crucial  to  development  in  the 
Third  World,  whereas  dependentistae  see  such  investment  and 
aid  as  means  of  extracting  capital  from  host  states.  The 
former  theory  argues  that  foreign  investment  offers  the 
opportunity  of  access  to  new  technology,  management 
technique,  and  marketing  skills.  The  latter  theory  claims 
that  capital  outflow  from  the  center,  in  the  short  run 


craates  a distorted  pattern  of  growth  in  the  periphery.  In 
the  long  run,  it  exacerbates  inequalities  and  retards 
econoBic  growth.  This  was  characterized  as 
"industrialization  without  development"  in  the  Third  World. 

Foreign  investment  and  aid  are  seen  by  dependentistas 
as  the  metropolitan  government-expenditures-component  in  the 
exploitation  of  Third  World  countries.  Foreign  investment 
is  seen  as  a search  of  metropolitan  countries  for  profits, 
markets,  and  raw  materials.  Aid  is  viewed  as  an  instrument 
of  control  and  profit  and  is  used  by  the  center  to  dominate 
the  world  system.  Therefore,  aid  increases  Third  World 
dependency.  Foreign  aid  and  investment  are  treated  as 
strategic  measures  to  open  Third  World  markets,  extract  raw 
materials,  and  transfer  surplus  from  the  periphery  to  the 
center  {Landsberg,  1979;  Todaro,  1981;  Evans,  1979;  Jenkins, 

In  the  1960s  and  1970s,  Latin  Americana  challenged  the 
validity  of  modernization  theories.  In  the  19806,  however, 
modernization  theorists  gained  ground  with  the  rise  of  Bast 
Asia.  The  development  of  East  Asia  deviates  from  dependency 
predictions,  but  fits  modernization  ones.  Nevertheless, 
neo-dependency  theorists  emphasized  the  role  of  the  state  in 
dependent  development,  in  order  to  explain  the  possible 
development  in  the  Third  World  (Evans,  1979;  Gold,  1986; 

Lim,  1986;  Cardoso  and  Faletto,  1979;  Gereffi,  1983). 


Recently,  the  new  political  economy  integrated 
modernitation  and  dependency  theories.  This  new  approach 
focuses  on  social  structures  and  seeks  to 

explain  variation  in  class  strength  and  behavior 
through  comparative  studies  of  agrarian  production 
systems,  industrial  infrastructure,  timing  of 
development,  and  position  in  the  world  political 
economy  (Black,  1991:30). 

It  accepts  the  positive  relationship  between  development  and 
democracy  posited  by  modernisation  theory.  It  also  accepts 
the  basic  proposition  of  dependency  (i.e.,  a negative  view 
of  Third  World  countries  in  the  structure  of  the  world 
economy) , but  with  a proviso  that  Third  World  states  could 
achieve  development  with  greater  state  capacity  to  alter 
external  conditions.  Therefore,  international  political 
economy  theorists  propose  that  the  Inflow  of  foreign  capital 
(aid,  grant,  investment,  and  loan)  does  not  necessarily 
restrict  the  economic  role  of  the  peripheral  state  nor 
provokes  economic  stagnation.  This  new  approach  has  come 
very  close  to  neo-dependency,  world  system  theory,  and 
statism. 

Dependency,  thus,  denies  the  possibility  of 
independent  industrialisation  and  capitalist  development  in 
the  Third  world.  Hethodologically,  dependency  has 
categorised  negative  characteristics  and  features  in 
explaining  capitalist  development  in  the  Third  World, 
without  dealing  with  the  causal  connection  between  then 
(Werker,  1985;  Palma,  1976;  Banaji,  1980).  Also,  this 


perspective  is  highly  abstract  for  general  pattern  of 
dependency  in  the  Third  World  countries.  Moreover,  all 
Third  World  countries  are  treated  as  the  sane,  without 
considering  a range  of  variation  of  socio-economic  and 
political  structures  among  them.  Finally,  dependency 
theorists  tend  to  take  a deductive  rather  than  a inductive 
approach  to  study  Third  World  development  (So,  1990). 
Theoretically,  dependency  ignores  the  context  of  class 
relations,  the  state,  and  cultural  elements  and 
overemphasises  external  conditions  (chilcote,  19S2;  So, 
1990;  Fagen,  1963) . Consequently,  it  is  powerless  to 
explain  economic  development  in  Third  World  countries. 

The  classical  and  Neo-Classical  Economic  Interpretation 

classical  and  neo-classical  economic  theories 
emphasise  the  importance  of  liberalisation  (free  enterprise 
economy) . Liberalization  often  refers  to  the  concept  of 
laissez-faire.  Their  basic  major  assumptions  are  based  on 
market  mechanism  and  equilibrium,  free  enterprise,  reliance 
on  free  trade  and  import  liberalization,  price  stability, 
full  employment,  efficiency  of  resources  of  allocation,  and 
balance-of-payment  problems. 

The  classical  liberal  theorists  attempted  to  analyze 
the  determinants  of  economic  aggregates.^  In  contrast  to 
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BercantlllsB  which  held  that  the  naxloitatlon  of  a nation's 
wealth  called  for  strict  governmental  control  of 
international  trade  and  investnent  and  other  economic 
activities,  classical  theorists  asserted  that  the  minimal 
tola  of  the  state  is  better  for  economic  growth.  People 
should  be  allowed  economic  freedom  to  do  what  they  want  and 
the  state  should  not  intervene  in  the  economy.  The  state's 
actions  would  lead  to  a misallocation  of  resources  or 
inefficiency.  What  the  state  needs  to  do  is  to  maintain  a 
competitive  economy  and  to  provide  internal  and  external 
security.  The  classical  advocate  favors  the  development  of 
capitalism, 

Besides,  capital  formation,  in  the  classical  view,  is 
the  engine  of  development.  Economic  development  depends  on 
the  rate  of  capital  accumulation.  Classical  explanation  of 
capital  accumulation  regarding  economic  growth  have  been 
focused  on  savings  and  investnent.  For  instance,  Bostow 
(I960)  proposed  that  a country's  economic  take-off  required 
to  save  154  to  204  of  its  GNP.  The  Harrod-Domar  growth 
model  (Harrod,  1948;  Domar,  19S7)  stated  that  the  rate  of 
growth  of  GNP  is  determined  by  the  national  saving  ratio  and 
the  national  incremental  capital/output  ratio  (ICOBJ.*  so 
to  speak,  the  fundamental  drive  of  economic  growth  is  simply 
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a matter  of  increasing  the  proportion  of  national  savings 
and  investment.  The  main  obstacle  to  development  in  the 
Third  World  is  due  to  the  relatively  low  level  of  capital 
accumulation.  Neoclassical  theorists  have  widely  redefined 
"capital  accumulation"  Instead  of  only  focused  on  national 
savings  and  investment,  including  human  capital  resources, 
infrastructure,  physical  endowments,  government  tax 
collection  and  expenditure,  and  inflows  of  foreign  capital. 

The  neo-classical  theorists  asserted  a free  trade 
economy  that  tariffs  need  to  be  reduced  and  import  controls 
need  to  be  eased.  In  the  neo-classical  view,  protectionism 
hinders  economic  growth  and  export  promotion  (with  low-level 
protection)  contributes  to  economic  growth.  Besides, 
exchange  and  interest  rates  should  be  determined  by  market 
mechanism.  To  maintain  equilibrium  in  the  exchange  and 
interest  markets  ensures  undistorted  market  prices  that  in 
turn  curl  inflation. 

Moreover,  the  neo-claseiosl  model  postulates  that  the 
legitimate  domain  of  the  private  sector  is  the  dynamics  for 
economic  development.  A competitive  market  stimulates  the 
private  sector  to  seek  comparative  advantage  and  efficiency. 
In  the  neo-classical  view,  the  engine  of  development  is  not 
exclusively  for  capital  formation,  but  for  efficient 
allocation  of  resources  (Wade,  1990).  Also,  a free  labor 
market  provides  a decisive  advantage  to  the  export  drive. 

The  operation  of  a free  labor  market  is  rid  of  the 


distortion  of  labor  unions  on  waqas,  a.g.,  rainimun  vaqa 
legislature  (Wade,  19B8,  1990;  Alam,  1989;  Balasaa,  1982; 
Galenson,  1979;  Little,  1982). 

Taiwan  and  Korea  seem  to  meet  neo-classical 
expectations  (Hade,  1988,  1990;  Alan,  1989;  Kwon,  1990;  Lin, 
1989;  White,  1968;  Hughes,  1988;  Galenson,  1979;  Amsden, 

great  consideration  for  adopting  a free  trade  regime, 
following  market  functions,  nurturing  the  private  sector, 
having  a free  labor  market,  approaching  balance  and  stable 
programs,  making  right  policies,  promoting  export,  and 
having  a technocrat  leadership. 

Unlike  the  classical  view,  the  neo-classical  assertion 
does  not  ignore  the  influence  of  the  state  (Diamand,  1986; 
Hirschman,  1981).  Sven  so,  neo-classical  theorists  pay 
scant  attention  to  the  state  as  maintaining  a leading  role 
in  the  economy.  In  their  views,  the  function  of  the  state 
in  the  economy  is  only  to  maintain  macroeconomic  stability, 
to  provide  better  infrastructure  (e.g.,  roads,  harbors, 
education,  and  railways),  and  to  operate  market  functions 
and  remove  price  distortions,  naturally,  these  views  on  the 
developing  countries  have  prevailed  in  the  case  of  the 
populist  model  and  embodied  in  the  populist  programs,  ket, 
with  regard  to  the  authoritarian  nature  of  the  Taiwanese  and 
Korean  states  deeply  and  directly  involved  in  the  economy, 
this  theory  has  been  called  into  question.  The  positive 


state  intervention  creates  a validation  to  neo-classical 
principles. 

International  Trade  and  Development  Theory 

International  trade  hae  played  a crucial  rcle  in  the 
historical  development  of  the  Third  World.  The  impact  of 
international  trade  on  the  peripheral  development  is 
controversial.  Dependency  theorists  propose  that  there  is 
negative  effect  of  terms  of  trade  on  the  peripheral 
development.  Deterioration  of  the  terns  of  trade  results 
from  unequal  exchange  nechanians.  Disparities  between  the 
core  and  the  periphery  are  generated  through  international 
trade  (Kay,  1991;  Preblsch,  1959;  Bodriguea,  1980;  Myrdal, 
1957),  These  theorists  held  view  of  "export  pessinisn" 
regarding  traditional  primary  exports  from  Third  World 
countries. 

The  periphery's  development  problem  is  within  the 
context  of  the  world  economy  of  unequal  exchange.  The 
periphery  has  to  import  advanced  technology  and 
manufacturing  goods  from  the  core  and  export  relatively 
cheap  primary  goods  (agriculture  and  raw  materials)  to  the 
core  (Love,  1980) . International  trade  widens  the  gap 
because  of  "baclclash  effects"  that  draw  off  the  most 
productive  factors  from  the  periphery  and  limit  the 
periphery's  potential  in  growth  (Myrdal,  1957).  Thus, 


dapandency  theorists  favor  industrialiaation  of  the 
periphery  in  order  to  prevent  its  exploitation  from  tha 
core.  The  periphery  thus  reduces  its  vulnerability  to 
external  shocks  and  increases  its  industrial  productivity 
and  capacity.  Inport-substltution  strategies  are  adopted  to 
promote  domestic  industrialisation  and  to  break  out  of  the 
dependence  on  primary  commodity  exports. 

The  adoption  of  import-substitution  policies  by 
peripheral  states,  however,  led  to  inegalitarian 
development,  limited  industrialisation,  and  large  deficits 
and  debts.  The  failure  of  ISI  (import-substitution 
industrialization)  in  Third  World  countries  could  be 
attributed  to  several  reasons.  First,  capital-intensive 
industrialization,  encouraged  by  an  inward-looking  strategy, 
kept  capital  costs  artificially  low,  slowing  the  growth  of 
employment  (Weiss,  1988;  sheahan,  1987).  Second,  the 
domestic  bourgeoisie  lacked  capital  and  technology  to  start 
industrialization.  Capital  shortage  in  Third  World 
countries  led  to  the  dependence  on  foreign  loans  and  direct 
investments.  Third,  under  ISI.  the  imports  of  intermediate 
and  capital  goods  and  technology  increased  drastically, 
accelerating  trade  deficits  and  aggravated  balance  of 
payment  problems. 

Fourth,  with  ISI,  the  domination  of  domestic  markets 
by  multinational  corporations  weakened  indigenous 
industries.  Fifth,  import-substitution  industries  produced 
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papulation.  The  poor  aajority  of  the  population  In  the 
Third  World  cannot  afford  to  buy  consuner-durables.  This 
hinders  industrial  development.  Sixth,  with  ISI,  overvalued 
exchange  rates  were  often  adopted  in  order  to  subsidize 
investments  (i.e.,  make  intermediate  and  capital  goods 
imports  cheap).  Thus,  narlcet  prices  were  distorted.  An 
anti-export  bias  was  also  created.  Overvalued  exchange 
rates  eventually  lead  to  inflation. 

Finally,  ISI  resulted  in  sectoral  Imbalances.  The 
industrial  sector  was  given  first  priority  at  the  expense  of 
the  agricultural  sector.  The  slow  growth  of  agricultural 
output  provided  insufficient  food  for  urban  and  industrial 
demands.  This  inoreased  food  prices,  which  stimulated  the 
rise  of  wage  rates.  High  wages  increased  production  cost, 
whioh,  in  turn,  eliminated  export  competitiveness. 

From  the  dependency  perspective,  export-led 
Industrialization  is  simply  a new  form  of  imperialist 
domination,  which  leads  Third  World  countries  to  a dependent 
development  rather  than  to  a self-sufficient  development 
(Landsberg,  1979).  The  nature  of  export-led 
industrialization  is  a form  of  economic  "exploitation"  and 
"domination"  by  the  center  in  the  world  capitalist  economy. 
Export-led  industrialization  gives  a false  growth  model  for 
self-sustaining  development  in  the  Third  World.  Landsberg 
(1979)  argues  that,  first,  export-led  countries  became 


subcontracting  operators  (i.e.,  ersatz  capitalists)  for  the 
center.  They  produced  and  provided  cheap  goods  the  center 
countries  needed.  Their  industrial  production  for  export, 
thus,  was  largely  shaped  by  the  consumer  demands  of  the 
center  countries  that  was  very  unrelated  to  the  need  of 
domestic  mar)cet8. 

Second,  the  emergence  of  product  cycle  allowed  the 
export-led  promotion  to  be  implemented  by  Third  World 
countries,  benefitting  from  an  expansion  of  the  consumer 
market  in  the  center  countries.  Multinational  corporations 
(HNCs)  attempted  to  capture  the  increasing  consumer  demands 
in  the  core.  This  increased  competitiveness  among  HNCs. 
Also,  the  cost  of  production  sharply  increased  in  the  center 
because  of  high  labor  wages  and  labor  disputes  during  the 
19608  and  1970S  (Vernon,  1966).  The  center  countries  were 
forced  to  engage  in  International  subcontracting  in  order  to 
increase  their  competitiveness.  Horeover,  dispatching 
products  from  the  periphery  to  the  center  became  cheeper  and 
quicker  because  of  the  improvement  of  transportation  and 
communication.  Thus,  in  essence,  the  center  countries  took 
advantage  of  cheap  labor  and  low  cost  of  production  in  Third 
World  countries. 

Third,  since  international  subcontracting  operations 
were  based  on  unskilled  labor,  it  seemed  unlikely  that 
advanced  technology  would  be  transferred  to  Third  World 
countries.  Fourth,  HNCs  in  export-led  countries  retained 


complete  control,  from  processing  to  exporting.  The  host 
oountries  failed  to  gain  the  upper  hand  in  the 
suhcontracting.  Export-led  industrialisation  in  Third  World 
oountries,  thus,  only  contributed  to  increase  industrial 
output,  but  not  to  sustain  indigenous  industrialisation. 
Fifth,  export-led  ihdustrialisation  in  the  Third  World  led 
to  unduly  relying  on  external  trade,  which  was  vulnerable  to 
external  ahocKs,  and  led  to  increasing  dependence  on  the 
oenter  countries.  Finally,  the  export-led  countries  must 
strive  to  maintain  low  coat  inputs  for  exports  and  stability 
of  the  prices  of  imports.  If  not,  MNCs  would  transfer  their 
investments  to  other  favorable  countries.  Export-led 
countries  would  also  lose  their  export  competitiveness 
(Gereffi,  1990;  Weiss,  1988). 

Hodernisation  theories  focus  on  the  positive  aspects 
of  international  trade  and  foreign  capital.  They  stress 
free  trade,  free  enterprise,  and  technological  knowledge  for 
development.  International  trade  leads  to  increased 
productivity  efficiency  and  to  a substantial  amount  of 
foreign  exchange.  Trade  is  viewed  as  an  engine  of  growth. 

In  order  to  promote  trade  and  growth,  free  trade  and 
outward-looking  policies  are  required.  Also,  through 
multinational  corporations,  the  periphery  establishes  its 
industrial  backward  and  forward  linkages  with  foreign  firms, 
which  contribute  to  the  periphery's  Industrialisation. 


Modernization  theories  with  regard  to  trade  issues,  thus,  go 
hand  in  hand  with  classic/neoclassical  economic  theory. 

comparative  Advantage  and  Trade 

Trade  theorists  try  to  explain  why  nations  trade  and 
how  they  benefit  from  it.  classical  theory  emphasizes 
static  comparative  advantages,  originally  propounded  by 
David  Ricardo,  on  the  basis  of  the  labor  theory  of  value, 
i.e.,  two  countries,  two  goods,  and  only  one  factor  of 
production,  labor.  Classic  trade  theorists  argue  that  labor 
costs  are  the  bey  for  gaining  profits  from  trade. 

Comparative  advantage  theory  assumes  that  the  world  market 
provides  an  opportunity  to  buy  and  to  sell  goods  at  prices 
and  costs  lower  than  those  that  would  prevail  at  home  in  the 
absence  of  trade.  The  concepts  of  "relative  cost"  and 
"price  differences"  are  basic  to  the  theory  of  comparative 
advantage  (Hylnt,  1959;  Bhagwati,  1987;  Todaro,  1981;  Caves 
and  Jones,  198S;  Klndletaerger  and  Lindert,  1978;  Meier, 

1975) . The  state  should  take  advantage  of  its  raw 
materials,  labor  costs,  technologies,  or  other  strengths 
they  could  produce  most  efficiently.  To  acquire  these 
advantages,  the  state  have  to  promote  trade  liberalization 
and  laissez-faire  principle. 

Labor  is  a factor  in  the  production  of  goods  and 
services,  cheap  labor  is  considered  a major  asset  for  Third 
World  countries.  Labor-intensive  strategies  are  crucial  for 
Third  world  development.  Labor-intensive  Industrialization 


creates  job  opportunities  and  increases  trade  conpetltion 
due  to  low  wage  costs.  High  enployment  rates  in  the  labor 
market  contribute  to  a more  equal  distribution  of  income. 
Cheap  labor  is  a comparative  advantage  in  the  world  trade 
and  attracts  direct  foreign  investment.  Thus,  to  promote 
EOT,  the  state  is  required  to  repress  and  coerce  labor  in 
order  to  obtain  the  low  cost  required  by  global 
competitiveness . 

The  neo-classical  theory,  however,  gives  primary 
attention  to  the  operation  of  markets  and  how  market  forces 
determine  wages  and  the  allocation  of  labor.  Neo-classical 
theory  contradicts  labor  theory  and  takes  into  account 
differences  in  factor  supplies  (land,  labor,  and  capital)  in 
international  specialization.  The  Heckscher-ohlin-Samuelson 
(HOS)  theorem  is  a factor-endowment  approach  in  which  a 
country  exports  products  that  make  intensive  use  of  its 
abundant  factors  of  production,  and  imports  products  for 
which  it  lacks  the  means  of  production  (Ohlin,  1967; 
Sanuelson,  1949;  Keckscher,  1949).  The  HOS  model  argues 
that  capital-abundant  countries  will  utilize  capital 
intensively  in  their  technological  production,  and  they  will 
export  some  of  these  capital-intensive  products  in  exchange 
for  labor-intensive  products,  Trade,  thus,  serves  as  a 
function  for  a nation  to  capitalize  on  its  abundant 
resources  through  more 
these  commodities. 


intensive  production  and  export 


Both  classical  and  neo-classical  trada  theorists 
snphasize  the  importance  o£  price  oechanisms  and  the  role  of 
market  forces.  A state  could  create  maximum  profits  through 
foreign  trade  by  efficiently  allocating  resources. 

According  to  their  view,  trade  is  an  excellent  strategy  for 
promoting  economic  growth.  A perfectly  competitive  domestic 
market  can  achieve  efficient  allocation  of  resources.  In 
order  to  bring  about  growth  and  development,  an 
outward- looking  strategy  is  required.  Classical  and  neo- 
classical  theorists,  however,  overlook  the  importance  of  the 
state  in  directing  economy.  They  assert  that  both 
inefficiency  in  industrialization  and  trade  policies  in  the 
developing  country  were  simply  owing  to  government 
intervention  in  the  operation  of  markets  and  the  neglect  of 
trade  opportunitiee  (i.e.,  policies  discriminating  against 
exports),  state  intervention,  in  their  opinion,  is  an 
obstacle  for  free  trade,  efficient  allocation  of  resources, 
and  economic  development. 


CHAPTER  3 

CONCEPTUAL  AND  ANALYTICAL  FRAMEWORK, 

THEORETICAL  HYPOTHESES,  AND  RESEARCH  DESIGN 

Cpnc«Dtual  and  Analytical  FraaeworR 

There  Is  a aajor  problen  in  studying  "development"  in 
the  analysis  of  Third  World  political  economy.  The  problem 
lies  in  the  absence  of  a general  theory  of  development  that 
provides  a frameworh  for  understanding  and  analyzing  the 
linkages  between  politics,  society,  and  economics.  Also, 
political  economy  cannot  be  limited  to  a single  discipline. 
It  requires  interdisciplinary  methodologies  and  knowledge 
<i.e.,  sociology,  political  science,  and  economics)  in  order 
to  provide  a better  analytical  framework.  "Political 
economy"  emphasizes  development,  how  a given  state  enables 
itself  to  achieve  economic  growth  by  means  of  agriculture, 
industry,  and  commerce.  The  state  plays  a strategic  role  in 
mastering  domestic  and  international  market  forces  and 
utilizing  them  to  serve  its  national  interests. 

An  integrated  theory  of  development  for  Third  World 
(dependent)  countries,  examining  both  economic  development 
and  sociopolitical  change,  is  necessary.  This  conceptual 
research  framework  considers  that  the  interplay  among  the 
world  system,  class  structure,  and  the  state  shapes 
development  in  Third  World 


countries.  Capitalist 


development  in  the  periphery  is  not  simply  a duplicate  of 
capitalist  development  in  the  core.  The  develcpment  of 
capitalism  in  the  periphery  is  greatly  influenced  by  the 
state's  development  policies,  based  upon  the  interaction 
between  the  state  and  social  classes  as  wall  as  between  the 
state  and  multinational  corporations. 

The  approaches  of  Amin  (1977),  Dos  Santos  (1970), 
Sunkel  (1973),  Cardoso  and  Faletto  (1979),  Evans  (1979),  and 
Gereffi  (1963)  call  attention  to  the  dependent  development. 
These  dependency  approaches,  basically,  cannot  escape  from 
the  confusion  of  cause  and  effect  by  stressing  the 
explanatory  primacy  of  the  external  sector.  Hone  of  these 
approaches  accepts  the  idea  of  "degrees  of  dependency"  (more 
or  lees)  or  of  "change  in  the  qualitative  forms  of 
dependency."  They  also  make  very  little  effort  to  offer 
systematic  criteria  for  identifying  periods  and  shifts  from 
one  to  another  (Caporaso,  1980:827). 

The  research  framework  presented  here  consists  of 
three  crucial  sets  of  variables:  world  system,  state,  and 
society.  These  variables  are  viewed  as  "opportunities"  for 
the  development  of  Third  world  countries,  rather  than 
"constraints"  or  "limitations"  on  the  development  of 
dependent  states.  Heverthelesa,  we  will  also  pay  attention 
to  "constraints"  on  development. 

Figure  3-1  presents  the  research  framework  and 
strategy  for  this  dissertation.  How  does  the  state  interact 


DevelopoenC 


and  underdevelopnent  have  more  than 
political  and  acononic  relevance.  For  interpreting  national 
developnant,  neither  conventional,  liberal,  nor  orthodox 
Marxist  paradigms  are  useful  if  applied  alone.  Despite  its 
critics,  the  world-system  perspective  provides  a paradigm 
and  overcomes  some  deficiencies  for  the  studies  of  the 
historical  dynamics  of  the  world-economy.^  Xt  offers  the 
possibility  of  systematic  comparative  analysis  and 
contributes  a distinctive  approach  to  the  examination  of  the 
global  dynamics  that  are  ingored  by  the  modernization  and 
dependency  theories  (Hallerstein,  1974a,  1974b). 

Global  dynamics  and  national  forces  in  the  world 
system  are  applied  in  this  study.  The  world-system  analysis 
focuses  on  national  as  well  as  global  levels  and  the 
intricate  interaction  between  global  impacts  and  national 
responses.  The  world  system  framework  allows  researchers  to 
see  how  global  dynamics  affect  a state's  economy  and  also  to 
see  how  the  state  responds  to  external  impacts. 

The  sources  of  dynamism  in  the  world  system  linking  to 
states  are  capital  accumulation  and  competition  among 
states.  The  world  system  perspective  enables  us  to  account 


for  concrete  international  linkages  in  the  pursuit  of 
developiaent.  Developnent  is  a phenonenon  of  a prosperous 
world  econony,  with  economic  growth  in  the  core  and  the 
ability  to  bring  about  productive  capacity  in  the  periphery. 
Development  or  underdevelopment  is  not  really  a "zero-sum" 
game  in  the  world  system.  Rather,  the  world  system 
emphasizes  the  "triekle-down  effect"  on  Third  World 
development  {Amin,  1974).  The  peripheral  state  is  able  to 
obtain  advantages  from  the  world  economy  and  to  move  up  from 
peripheral  to  semiperipheral  status  if  it  can  seize  the 
chance,  promote  industrialization  suitably  by  invitation, 
and  develop  by  self-reliance  (Wallerstein,  1979c: 76-81) . 

Moat  importantly,  unlike  Marxist  developmental  and  liberal 
evolutionary  assumption  on  progress,  the  world  system 
removes  the  idea  of  progress  from  the  historical  process  and 
transition.  It  rejects  the  linear  trend  and  accepts 
indetemination,  upward,  downward,  and  straightforward 
development  (Wallerstein,  1987:322-323). 

The  emergence  of  world  system  in  neo-Marxist  theory 
during  the  1970s  was  aimed  at  the  issues  of  East  Asian 
development,  the  crisis  of  the  socialist  states,  and  the 
decline  of  the  capitalist  world-economy.  The  world-system 
approach,  like  dependency,  essentially  posits  that  the 
poverty  of  the  periphery  emerges  from  capitalist  development 
of  the  core.  Capitalist  powers  turn  over  the  rest  of  the 
world  to  a periphery  whose  labor  and  resources  serve  to 


incraase  the  wealth  of  the  core,  nonetheless,  this 
approach,  unlike  dependency,  gives  the  possibility  for  the 
peripheral  development  and  also  accepts,  unlike 
™odernization,  the  possible  downward  nobility  for  the  core 
state  in  the  capitalist  world-econony.  The  likely  way  for 
the  peripheral  state  to  escape  dependency  is  either  to 
implement  self-sufficient  Industrialitation  by  strong  state 
intervention,  or  to  have  a socialist  revolution  that  would 
isolate  it  from  the  capitalist  world  (McCord,  1991,-  so, 

1990;  Wallerstein,  1979a,  1979c) . 

The  state  is  regarded  as  the  prime  actor  in 
International  politics  and  its  behavior  is  always  determined 
by  the  objective  realities  of  its  position  in  the  world 
system.  Its  goals  and  policies  are  set,  depending  on  its 
political,  historical,  and  technological  oircumstanoes,  in 
order  to  adapt  to  the  international  political  and  economic 
environment.  As  a result,  rational  decisions  are  made  by 
the  state  in  order  to  best  compete  in  the  world  system. 

The  distribution  of  power  within  the  core,  core 
stability,  and  systemic  responses  are  viewed  as  three  major 
factors  in  the  world  system.  These  three  factors  maintain  a 
structural  linkage  between  core  and  periphery  (Bergesen  and 
Schoenberg,  19B0} . Also,  these  generate  mobility  for  a 
state's  status  to  ascend  or  descend  in  the  world 
stratification.  The  world  system  development  is  affected  )>y 


the  pathway,  which 


the  core  will  move  back  and  forth,  up  and 
down  along  the  unicantric  and  nulticentrio  continuum. 

The  concern  of  core  stability  {unioentric  hegemony) 
offers  the  opportunity  for  Third  World  countries’ 
development  as  the  core  absorbed  them.  A great  core 
stability  eliminates  explicit  political  conflicts  and 
regulations  between  core-core  and  core-periphery  relations. 
Under  this  circumstance,  the  integrated  force  between  core- 
periphery, thus,  depends  more  on  economic  linkages  than  on 
political  linkages,  such  as  direct  investment  and  technology 
transfer.  However,  as  multicentric  hegemonies  emerge,  the 
instability  and  conflicts  within  the  core  Increase, 
corresponding  to  the  uncertainty  of  core  stability,  the 
relationship  between  core  and  periphery  comes  to  emphasise 
political  linkages  rather  than  economic  linkages.  Under  the 
multicentric  powers,  the  peripheral  states  could  take 
advantage  of  political  linkages,  such  as  economic  and 
military  aid.  The  systemic  response  affects  the  relation 
between  core  and  periphery  and  is  also  affected  by  the 
reaction  from  the  core  and  the  peripheral  state. 

Peripheral  development,  empirically,  is  engendered  by 
the  uncertainties  and  confusion  of  a hegemonic  shift  in 
world  politics,  for  example,  united  States'  dominance  since 
World  War  II.  The  emergence  of  u.S.  hegemony  would  offer 
opportunities  for  peripheral  development.  Peripheral  or 
semiperipheral  states  nay  or  nay  not  be  capable  of  using 


advantage.  Mallerstein 


these  opportunities  to  their 
(1979a!23)  argued  that  economic  development  of  Third  World 
countries  is  often  associated  with  the  political  desires  of 
the  core.  This  does  not  mean  that  the  core  state  attempts 
to  maintain  the  system  as  a whole,  but  rather  attempt  to 
protect  its  own  Individual  position  (Crane,  1982;  Cumings, 
1984).  By  doing  so,  it  contributes  to  the  stability  of  the 
system  as  a whole  and  gives  development  assistance  to  the 
peripheral  state. 


The  economic  success  of  the  O.s.  in  revitalizing  the 
world  capitalist  order  after  World  war  II  helped  the 
development  of  the  Third  World  by  means  of  foreign  aid, 
foreign  direct  investment,  and  foreign  loans.  The  U.S.'s 
economic  stability  favored  a better  circumstance  to  bring 
about  the  expansion  of  trade  and  Investment,  especially  for 
some  countries  which  export  almost  exclusively  to  the  u.S. 
market.  The  world-system  force  provides  chances  for  Third 
World  countries  to  ascend  (Gereffi,  1989). 

There  were  two  possible  chances,  thus,  for  ascent  of 
Third  World  countries  in  reality  (Crane,  1982).  One  was  due 


to  the  political  desires  of  the  core  states  in  the  face  of 
threat  from  the  external  hostile  world  (e.g.,  the  Soviet 
Union  or  the  People's  Republic  of  China).  The  other  was  due 
to  economic  leverage  such  as  the  ascent  of  OPEC 
(Organization  of  Petrolaura  Exporting  countries).  There  may 
be  an  opportunity  for  a less  developed  country  to  ascend  in 


one  or  the  other  during  the  monent  of  disarticulation 
fChase-Dunn,  1981;  Chan,  1990).  Conepicously,  the  position 
and  opportunities  of  different  nations  in  the  world  system 
can  account  lor  much  of  the  variation  in  the  differential 
successes  and  consequences  of  development.  These  processes 
of  a country's  moving  from  peripheral  to  seniperipheral 
status  is  equivalent  to  Wallersteln ' s tern  (19790:76) 
"seising  the  chance." 

The  expansion  of  the  capitalist  world  system  has  been 
driven  by  the  search  for  new  markets,  cheap  inputs,  and 
profitable  investment  opportunities.  From  the  beginning  of 
the  20th  century,  the  core  states  could  no  longer  find  new 
worlds  to  conquer  and  were  forced  to  compete  in  limited 
world  interests.  This  extensive  expansion  has  been 
supplemented  by  intensive  expansion.  Transnational 
corporations  emerged  and  engaged  in  both  merchant  capitalism 
(buying  cheap  and  selling  dear)  and  productive  capitalism 
(commodity  production).  The  new  international  division  of 
labor  has  been  formed  since  194S.  The  core-periphery 
territorial  division  of  labor  has  been  eliminated.  With  the 
reorganisation  of  the  international  division  of  labor  in  the 
world  system,  some  forces  of  upward  and  downward  mobility 
have  been  created  within  the  structure  (Friedmann,  1982; 
chase-Dunn,  1983).  Unlike  the  dependency  approach,  the 
world  system  model  avoids  a strictly  deterministic  approach 
and  blends  determinism  and  voluntarism. 


The  new  international  divieion  of  labor,  based  on  the 
growth  of  industrial  production  in  the  NICa,  may  be 
explained  as  the  end  of  a core-periphery  system  (Caporaso, 
1961),  Deindustrialization  in  the  core  vis-a-vis 
industrialization  in  the  periphery  (a  shift  toward  control 
by  multinationals)  is  the  beginning  of  a new  era  of  world 
capitalism.  The  increasing  role  of  core  or  multinational 
corporations  within  the  world  system  has  generated  the 
possibility  of  "dependent  development"  (Cardoso  and  Faletto, 
1979;  Evans,  1979).  The  dependant  (or  associated) 
development  is  compatible  with  Wallersteln ' s concept  of 
"promotion  by  invitation. " Economic  growth  ta)ces  place  with 
the  presence  of  core  corporations  in  developing  countries. 
Vet,  the  new  form  of  dependent  development  would  also 
generate  underdevelopment  if  developing  countries  fail  to 
fully  utilize  their  capacity  for  economic  growth  and 
equality  in  income  distribution  and  fail  to  efficiently 
allocate  resources.  "Industrialization"  without 
"development"  labels  this  type  of  economic  growth  in  Third 
world  countries . 

There  are  two  types  of  multinational  corporation  (HNC) 
behaviors:  In  the  first  type,  MNCs  engaging  in  local 
production  of  Imported  goods  might  lead  to  stagnant  economic 
growth  in  the  long  run;  in  the  second  type,  engaging  in 
production  for  export  might  sustain  concrete  economic 
growth.  These  two  types  of  foreign  Investment  of  HNCs  in 


peripheral  areas  would  generate  significantly  different 
consequences  of  developeent. 

The  first  type  of  behavior  is  more  oriented  and 

associated  with  an  inport-substitution  Industrialisation 

strategy  in  peripheral  states,  inport  substitution  in 
manufacturing  is  promoted  as  the  result  of  discontent  with 
traditional  development  strategies.  Domestic  capitalists  in 
the  periphery  seek  foreign  investment  in  manufacturing 
sectors  for  local  markets,  primarily  for  the  local 
bourgeoisie  and  middle  classes  (Anln,  1976:193).  As  for  the 
consideration  of  HKCs,  a large  domestic  market  is  a 
prerequisite  for  their  investment  and  technology  transfer. 
This  form  of  investment  has  remained  the  largest  share  of 
MNC  investment  in  manufacturing.  As  a result,  MNCs  dominate 
domestic  economy  that  lead  to  further  industrialltation 
without  development  in  Third  World  countries. 

The  second  type  of  behavior,  however,  is  more  oriented 
and  associated  with  export-led  industrialization  strategy. 
This  type  of  investment  emerges  because  the  global  assembly 
WC  plants  can  exploit  the  local  cheaper  labor  force 
a production  of  exports.  The  MNCs  have  invested  in 
labor-intensive  manufacturing  (e.g.,  electronics,  textiles, 
s have  taken  advantage  of  cheap  labor 
e periphery  to  export  back 
d Krege,  1960;  Vernon, 

I Cheng  and  Haggard,  1987;  so,  1990).  The 


costs  and  free  trade  z 
to  the  core  (Froebel,  Heinvlchs, 


utilization  of  cheap  peripheral  labor  in  addition  to  free 
trade  zones  allows  peripheral  states  to  shift  toward 
peripheral  industrial  production  for  the  world  marhet.  This 
type  of  foreign  investment,  therefore,  creates  the 
opportunity  for  a shift  toward  world  capitalisn.  Upward  and 
downward  mobility,  to  an  extent,  is  expected  to  occur  in  the 
world  capitalist  structure.  The  "pulling"  and  "pushing" 
effects  would  contribute  to  industrial  development. 

The  better  the  development  of  peripheral  Industry,  the 
more  profits  can  be  exploited  by  core  states  (Chase-Dunn, 
1984198).  In  other  words,  core  states  can  exploit  much  more 
from  the  periphery  as  a result  of  the  periphery's  increased 
development.  The  relation  of  development  in  the  core  and 
periphery  is  parallel.  In  this  view,  industrialization  does 
occur  and  capitalism  can  emerge  in  the  periphery.  Some  have 
tried  to  identify  the  characteristics  of  peripheral 
capitalism  and  how  It  is  distinguished  from  capitalism  in 
the  core  countries  [Amin,  1974;  Frank,  1967).  Peripheral 
capitalism  shall  be  considered  as  a new  node  of  production, 
rather  than  as  a specific  condition  of  economic  backwardness 
and  dependency  of  the  periphery  (Weiss,  1988;  Horowitz, 

In  sum,  even  though  the  unegual  exchange  and 
exploitation  within  the  core-periphery  structure  existed 
(and  had  negative  effects  in  development),  the  world  system 
perspective  leaves  some  room  for  industrial  development  in 


the  periphery,  e.g.,  by  the  accunulation  of  capital.  The 
Incorporation  of  the  local  economy  into  the  world  capitalist 
system  would  bring  about  development  in  some  areas  and 
induatrialization  without  development  in  others.  The 
utilization  of  the  economic  surplus  {or  capital 
accumulation)  is  a crucial  factor  in  development.  The  self- 
sufficient  development  in  the  Third  World  is  associated  with 
a capable  and  strong  state,  which  plays  an  important  role  in 
guiding  economic  development. 

The  State 

The  role  of  the  state  as  an  actor  in  development  is 
increasingly  critical  (Gerschenkron,  196J;  Evans,  1979; 
Carnoy,  1984;  Skocpol,  1975,  1985;  Hade,  1990;  Amsden,  1989; 
Haggard,  1990;  Maxfield,  1990;  Story,  1986;  Kohli,  1986). 

The  nature  of  the  state  is  not  as  simplistic  as  the  notion 
that  it  is  merely  an  instrument  of  the  dominant  classes. 
Poulantzas  (1980)  points  out  that  the  state  is  the  arena  of 
l®?ritimate  authority  embodied  in  the  rules  of  the  political 
game  and  in  governmental  leadership  and  policies.  The  state 
has  an  organizational  role  with  regard  to  the  dominant 
class.  The  state  is  able  to  play  the  role  that  both 
represents  and  organizes  the  dominant  class  insofar  as  it 
enjoys  a relative  autonomy  from  given  components  and  various 
particular  interests,  It  is  clear  that  the  role  of  the 
state  is  crucial  to  the  prospects  of  Third  World  countries. 


efficacy  is  highly  variable 


both  internal  and  external  constraints  in  the  context  of 
maintaining  its  legitimacy  vis-a-vis  mass  demands  on  it  as 
well  as  assuring  its  sovereignty  and  dominion  vis-a-vis  the 
influences  of  multinational  corporations. 

With  regard  to  the  nature  of  the  state,  more  recent 
Marxists  stress  that  a capitalist  state  has  a "relative 
autonomy"  (Gold  et  al.,  1975;  offe,  1974;  Poulantsas,  1980; 
skocpoi,  1979).  A relatively  autonomous  state  is  assumed  to 
act  on  behalf  of  the  dominant  class  as  a whole  rather  than 
for  a particular  segment  of  the  class  (Miliband,  1969, 

1983).  Thus,  broadly  defined,  the  state  is  an  instrument 
for  managing  the  intereets  of  the  dominant/capitalist  class. 

However,  Marxist-oriented  scholars  recently  raised  the 
issue  of  "the  relative  autonomy  of  the  state"  from  its 
social  base  in  the  dominant  class  (e.g.,  Offe,  1974; 
Poulantzas,  19B0;  Carnoy,  1984).  The  state  has  some  degree 
of  Independence  from  the  dominant  class  and  even  carries  out 
certain  reforms  in  favor  of  the  subordinate  class  and 
against  the  interests  of  the  dominant  one  (skocpoi,  1979; 
skocpoi  and  Trimberger,  1978).  The  idea  of  "relative 
autonomy  of  the  state"  needs  further  elaboration,  especially 
in  relation  to  how  it  contributes  to  development. 

The  state  is  an  actual  organization  controlling 
territory  and  people.  The  state  nay  compete  to  some  extent 
with  the  economically  dominant  class  in  appropriating 
manpower  and  resources.  This  action  tends  to 


weaken 


activities 


econonic  growth  is  deteminec!  by  a state's 
policy  decisions. 

Capital  acoujnulation  is  important  and  necessary  for 
economic  development.  There  are  two  possible  ways  of 
accumulation.  In  one,  from  Che  Harxist  argument  in 
accounting  for  the  rise  of  the  West  Europe,  there  must  be 
original  or  prior  capital  accumulation  before  growth  can 
taXe  place.  The  accumulation  of  capital  in  West  Europe  wa 
derived  from  trade,  exploitation  of  colonies,  piracy,  and 
other  related  measures,  which  provided  a large  amount  of 
investment  fund  in  industry.  This  argument  points  out  tha 
capital  accumulation  is  a prerequisite  for  a state's 


were  the  peripheral  (colonized)  countries.  The  peripheral 
countries  would  never  have  been  able  to  accumulate  their 
capital  to  advance.  This  way  was  absolutely  inapplicable  to 
the  peripheral  countries. 

The  other,  from  GerschenJcron's  (1962)  argument,  is  the 
concept  of  substitutes,  which  suggests  that  the  state  would 
play  an  important  role  to  accumulate  capital  in  aseisting 
economic  development.  This  point  rejects  that,  to  start 
development,  it  is  necessary  first  to  introduce  the  bind  of 
political,  economic,  and  social  conditions  present  in 
advanced  capitalist  countries.  Capital  can  be  accumulated 
from  domeatic  (internal)  rather  than  foreign  (external). 
Through  fiscal  and  financial  institutions/policies,  the 
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and  than  invest  In  industry.  This  \ 
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The  position  ot  the  state  within  the  woi 
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nay  lead  to  state  action  against  the  interests  of  the 
dominant  class  (skocpol,  1979:28-33).  In  turn,  the  state  is 

of  the  economic  role  of  the  state  becomes  a major  contending 
paradigm  for  explaining  underdevelopment  in  the  Third  world. 
The  state  approach  takes  into  account  its  relation  to 
internal  classes  and  its  function  in  social  formation,  and 
its  relation  to  other  capitalist  classes  or  states  within  a 
world  system.  In  the  world  system  context,  the  function  of 
the  state  overemphasizes  the  deteminien  of  external  forces 
on  internal  relatione.  The  state  takes  action  to  improve  or 
maintain  its  position  in  a world  system  of  states 
(Hallerstein,  1974;  chase-Dunn  and  Rubinson,  1977;  Hamilton, 
1982).  The  function  of  the  state  gives  considerable 
developmental  potential  to  peripheral  or  semiperipheral 


Two  central  issues  of  peripheral  development  by 
action  are  worthy  of  concern.  One  is  the  extent  of  at 
autonomy,  the  other  is  the  degree  of  response  by  the  a 
to  external  or  internal  pressures  (Needier,  1987:55-68 


Crone,  19BB;  Lim,  198B] . The  questions  ere  as  follows:  can 
the  state  formulate  and  implement  its  preferences?  How  do 
institutional  structures  change  in  response  to  domestic  and 


these  environments?  (Xrasner,  1964:224).  To  these  two 
issues,  the  actions  and  responses  of  the  strong  state  to 
policy-ma)cing  will  be  focused. 

Economic  development  is  associated  with  a strong  state 
(Haggard  and  Hoon,  1982;  Skocpol,  1979).  Only  with  a strong 
state  can  economic  development  be  achieved.  A strong  state 
depends  on  two  dimensions:  state  autonomy  and  state 
capacity.  There  is  a close  link  between  autonomy  and 
capacity.  Skocpol  defined  these  two  concepts,  but  she  did 
not  examine  then  in  sufficient  detail.  Anglade  and  Fortin 
(1990}  argued  that  Skocpol  confused  these  two  concepts  at 
times.  The  discussion  of  the  state's  autonomy  is  mainly 
focused  on  state  capacity  to  intervene  autonomously  in  the 
economy  and  society.  Thus,  it  is  imperative  to  resolve  this 
confusion  while  using  these  two  concepts  to  interpret  a 
nation's  economic  development. 

state  autonomy,  in  S)(ocpol’B  and  Poulantzas’s  senses, 
means  that  the  state  is  capable  of  formulating  and  defining 
national  goals  that  are  not  simply  reflective  of  the 
interests  and  demands  of  social  classes.  In  their  analysis, 
state  autonomy  is  viewed  as  an  absolute  autonomy,  which  the 


separate  entity  from  society  and/or  social 
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Marxist 


notion  of  relative  autonomy  by 
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escape  constraints  from  class  structure  and  the  global 
system.  It  does  mean,  however,  that  an  explanation  of  state 
policy  must  distinguish  the  political,  economic,  and 
ideological  interests  of  state  elites  and  their  partial 
independence  from  purely  economic  class  interests.  The 


extent  of  state  autonomy  refers  to  increasing 
rationalisation  in  policy-making  over  the  actual  interest  of 
powerful  social  classes.  The  concept  of  state  autonomy  used 
here  has  been  integrated  with  Miliband's  (1969)  and 
Poulantsae'  (1974)  ideas  on  the  state  vis-a-vis  social 
classes.  The  degree  of  relative  state  autonomy  perfectly 
incorporates  and  deals  with  the  Hillband-Foulantaas 
discussion,  a debate  between  instrumentalism  and 
structuralism.  A relative  state  autonomy,  not  entirely 
independent  from  the  dominant  class  yet  not  its  pure 
instrument,  closely  expresses  the  relation  between  society 
and  the  state.  The  state  and  social  classes  are  not  only 


objective  structures  and  relations  b 


o subjective 


relations  between  the  state  apparatus  and  the  doninant 

The  relative  degree  of  state  autonosiy — its  ability  to 
choose,  fomulate,  and  ioplepent  econoDic  policies — derives 
from  the  position  of  the  state  in  a class  society  and  the 
position  of  that  society  in  the  world  system.  The  stats  can 

action  is  shaped  and  constrained  by  its  relationship  with 
the  domestic  class  structure  and  with  the  structure  of 
international  powers.  State  autonomy  is  limited  by  a given 
social  formation,  direct  or  indirect  Intervention  of  the 
dominant  class,  by  the  necessity  to  legitimize  itself 
through  a response  to  nondominant  groups  (subordinate 
classes] , and  by  the  position  in  the  world  capitalist 
system . 

State  intervention  is  the  active  role  of  the  state  in 
response  to  the  state's  development.  Even  if  the  power  of 
the  state  is  set  both  by  internal  characteristics  and  by  its 
relationship  to  the  structures  around  it,  the  state  may 
partly  shape  its  relationship  with  domestic  classes  and  its 
position  in  the  world  system.  A strong  state,  with 
political  and  economic  intervention,  has  a major  upper  hand 
in  shaping  class  structure  and  in  organizing  its  own 
relationship  with  various  social  classes  (Stepan,  197S; 
Skocpol,  1985;  Poulantzas,  1980).  A strong  state  also 
attempts  to  struggle  with  international  constraints  and 


reshape  the  character  of  dependency  in  international 

strength  of  the  state  is  positively  related  to  a weakening 
of  pressures  from  core  enterprises  or  states.  If  a state  is 
able  to  pursue  industrialization,  it  is  more  important  to 


see  the  state  structuring  society  and  reshaping  its 
international  position,  than  to  conceive  it  simply  as  a 
product  of  social  forces  and  International  intervention. 

state  eanaeitv.  according  to  Skocpol,  is  the  ability 
of  the  state  to  e)ctract  resources  and  to  implement  its  goals 
and  policies  against  the  potential  opposition  of  social 
classes.  It  changes  the  behavior  of  private  actors  and 
thereby  leads  to  changes  in  the  social  atructure  as  well  as 
economic  development.  In  other  words,  state  capacity  refers 
to  the  extent  of  effectiveness  in  implementing  policies  over 
the  reslstence  of  social  classes. 

The  importance  of  state  capacity  is  to  engage  in 
productive  activities  and  to  generate  sources  of  revenue. 

The  extent  of  state  capacity  defines  a state's  ability  to 

state  to  accumulate  capital  reflects  its  monetary  control, 
fiscal  balance,  financial  regulations,  foreign  trade 
policies,  and  the  control  of  foreign  capital  movements.  Ths 
importance  of  policy  instruments  with  regard  to  balance  of 
payments  is  determined  by  the  extent  of  state  capacity.  The 
capacity  of  the  atate  appears  as  a 


algnificant  factor 


promote  capital  accumulation,  The  ability  of  the  etate  to 
behave  autonomously  is  enhanced  by  the  extent  of  relative 
state  autonomy. 

State  oapacity  le  greatly  related  to  state  autonomy. 
There  are  certain  relations  between  state  autonomy  and  state 
capacity.  High  degrees  of  state  autonomy  leads  to  high 
degrees  of  state  capacity.  Hith  a high  degree  of  autonomy, 
the  state  can  easily  obtain  its  capacity  to  implement 
policies  and  to  behave  autonomously.  State  autonomy  is  a 
necessary  condition  for  state  capacity.  Yet.  autonomy  is 
not  a sufficient  condition  for  capacity.  In  general,  for 
Third  World  countries,  high  levels  of  state  capacity 
initially  require  high  degrees  of  state  autonomy.  High 
levels  of  state  capacity  eventually  improve  current  account 
deficit  and  bring  about  economic  development. 

The  world  eystem/dependency  approach  to  modern  hiatory 
has  failed  to  corns  to  terms  fully  with  issues  of  class 
struggle  and  cultural  forces  (Petras.  1978;  Pltzgerald, 

19B1;  Chlrct  and  Hall.  1982).  This  failure  is  neither 
surprising  nor  especially  remarkable.  The  neglect  of  social 
forces  in  world  history  is  blatant  in  the  dominant  liberal 
paradigm  against  which  world-system  analysis  reacts.  To 
conceptualize  the  issues  of  the  Third  world  in  terms  of 
dependency  or  as  a part  of  a world  system  is  to  lose  sight 
of  the  most  decisive  processes  of  class  formation  and  social 


particular  contlgurationa 


relations  which  beget  change  and 
of  social  forces  (Petras,  1978:33). 

Class  struggle  and  relatione 

Marxists  claim  that  societies  have  a mode  of 
production  in  which  a specific  class  is  dominant.  In 
capitalist  societies,  the  stats  is  controlled  by  the 
dominant  capitalist  class,  the  bourgeoisie,  as  a means  to 
further  its  interests  and  accumulate  capital  <HilibBnd, 

1969,  19B3) . The  state  promotes  the  interests  of  the 
dominant  class  maintaining  a given  system  at  the  expense  of 
the  other  classes'  interests. 

From  a Marxist  perspective,  the  state's  interests  do 
not  conflict  with  dominant  class  interests,  classes  are 
economically  based  on  conflict  groups;  the  dominant  economic 
class  (capitalist)  is  dominant  political  class.  Political 
power,  thus,  is  used  to  maintain  and  enhance  privilege  of 
dominant  economic  class.  The  state  as  an  institution  is 
used  by  the  dominant  (capitalist)  class  to  coerce  the 
workers  and  to  protect  and  legitimate  their  own  property 


In  peripheral  societies,  the  dominant  class  is 
directly  represented  by  the  state,  and  the  state  is  combined 
with  the  dominant  class.  The  dominant  class,  thus, 
influences  policy-making  to  defend  and  expand  its  own 
interests.  The  state  becomes  the  instrument  exercised  by 
the  dominant  class.  Yet,  in  the  state-society  relation 


ttie  instrument  of  the 
s actions  framed  by  t 


dominant 


struggle  and  s 

The  Impact  of  class  conflict  in  shaping  the  state  and 
its  policies  has  been  emphasized  by  many  (Blocb,  1977; 
Castells,  1980;  Height,  1978;  O'Connor,  1974;  Hasburn, 

1982) . Class  conflict  and  struggle  helps  to  bring  about 
changes  in  the  power  structure  of  the  state  (Oahrendorf, 
1959).  Class  struggle  causes  the  political  stagnation  of 
the  capitalist  state  (Holfe,  1977).  The  state  is  subject  to 
contradictions  of  class  struggles  and  capitalist  development 
and  attempts  to  solve  the  conflicts.  Nevertheless,  class 
struggle  would  push  forward  the  development  of  capitalism  by 
increasing  productive  forces  (Block,  1977).  Class  struggle 
is  the  economic  dynamism  of  capitalist  development.  Block 
argued  that  this  struggle  expanded  the  role  of  the  state  to 
impose  greater  rationality  of  economic  regulation  on 
capitalism. 

The  interaction  between  the  state  and  the  class 
struggle  eventually  changes  its  nature.  There  are  two  types 
of  class  struggle  (Ossowski,  1963:84).  The  first  is  the 
struggle  between  the  dominant  class  and  the  dominated 
classes;  the  second  is  between  classes  competing  for  power 
in  a Boclety.  Class  struggle  affects  the  formation  of  the 
state.  The  state  is  shaped  by  contradictions  of  the  society 
and  is  continuously  affected  by  changing  power  relations. 


The  state  needs  to  resolve  social  conflicts,  reestablish 
control,  and  gain  legitimacy  from  social  classes.  In  turn, 
the  nature  of  class  struggle  will  be  shaped  by  the  changing 

Class  struggle  determines  the  policy  decisions  of  the 
state.  The  state  policy  is  also  influenced  directly  or 
indirectly  by  the  pressure  of  subordinate  groups/classes 
(Bloch,  1977) . Subordinate  classes,  through  negotiation  and 
struggles,  secure  some  political  rights.  Policy  decisions, 
thus,  are  no  longer  entirely  the  privilege  of  the  dominant 
class  in  pursuit  of  their  political  and  economic  interests. 
State  autonomy  and  class  relations 

State  autonomy  refers  to  the  relation  between  the 
state  and  the  dominant  class  and  even  with  various 
subordinate  classes.  The  state  is  viewed  as  a bureaucratic 
apparatus  of  domination  endowed  with  an  autonomy  of  its  own, 
with  its  own  interests  and  political  agenda.  The  state  is 
no  longer  simply  an  instrument  (or  agent)  of  social  classes. 
Furthermore,  in  a large  extent,  the  state  is  now  independent 
from  society  and  struggling  against  society  itself  (Fatten, 
I9SB;  Callaghy,  1994;  Poulantras,  1980).  This  means  that 
the  state  is  able  to  oppose  or  antagonize  the  fundamental 
interests  of  the  dominant  olass.  This  explanation  of 
autonomy  is  somewhat  different  from  the  Marxist  notion  that 
state  autonomy  is  freedom  from  control  by  the  capitalist 
class,  but  not  freedom  from  the  general  interests  of  the 


Therefora,  bafora  "bringing  the  state  back  in,"  it  is 
crucial  to  proceed  to  "bring  classes  back  in." 

The  relation  between  the  state  and  social  classes  is 
complex.  So  to  speak,  the  state  has  a dramatic  association 
with  dominant  and  subordinate  classes.  True  to  the  Marxian 
notion,  at  times,  the  state  is  an  expression  of  social  class 
relations.  With  regard  to  class  struggle,  the  state 
performs  two  functions  of  capital  accumulation  and 
legitimacy  to  eliminate  social  class  struggle.  Essentially, 
there  is  little  conflict  between  the  dominant  class  and  the 
state  in  promoting  capital  accumulation.  The  reason  is  that 
the  state  generally  did  not  produce  its  own  sources  of 
revenue,  and  must  rely  on  private  capital.  The  existence  of 
conflict  between  the  state  and  the  dominant  class  is  mainly 
rooted  in  the  class  struggle;  social  change  is  derived  from 
the  conflict  between  the  state  and  the  dominant  class.  Even 
thcugh  the  state  is  not  regarded  simply  as  an  instrument  of 
the  dominant  class,  the  state  always  acts  on  behalf  of  the 
dominant  class'  capital  accumulation  by  stimulating 
industrialization.  However,  the  link  of  the  state  with  the 
dominant  class  in  the  control  of  political  apparatuses  is 
contested  by  subordinate  classes.  The  state  "is  responsible 
for  organizing  capitalist  accumulation  within  the  limits 
imposed  on  it  by  legitimacy  in  the  eyes  of  the  working 
masses"  (carnoy,  1984:251),  Social  class  conflict  is 
conflict  over  the  legitimacy  and  distribution  of  authority 


or  profits  relations  in  a society.  The  legitimacy  is 
obtained  by  the  capacity  of  the  state  to  fulfill  and  satisfy 
various  subordinate  classes  Interests.  Therefore,  whether 
the  state  in  compliance  with  capitalist's  or  labor's 
interests  is  highly  associated  with  its  autonomy  and 
legitimacy.  The  concern  with  legitimacy  by  the  state  not 
only  favors  the  subordinate  classes,  but  also,  at  times, 
helps  increase  the  state's  relative  autonomy  from  the 
dominant  class.  The  ability  of  the  state  to  impose  greater 
rationality  on  capitalism  is  expanded  as  a result  of 
increasing  pressures  from  the  subordinate  classes  (Block, 
1977) . A relatively  autonomous  state  vis-a-vis  the  dominant 
class,  thus.  Increases  the  state  legitimacy  vis-a-vis 
subordinate  classes,  fet,  the  degree  of  autonomy  of  state 
policy-making  and  options  Is  constrained  by  the  legitimacy 
requirements.  'The  state  incurs  expenditures  to  fulfill  its 
legitimation  functions.  Legitimation  costs  will  then  be 
part  of  the  mechanisms  behind  the  fiscal  crisis  which  is  a 
constraint  on  the  autonomy  of  the  state  ..."  [Anglade  and 
Fortin,  1990:233].  The  increase  of  fiscal  burden  for  social 
expenditures  reduces  the  relative  autonomy  of  the  state. 

The  state  stands  in  an  independent  position  and  has 
its  own  interests  and  political  power.  The  state  is  also  an 
independent  mediator  of  the  class  struggle  inherent  in  the 
process  of  capital  accumulation  and  its  distribution  (Offe, 
1973).  The  state  is  above  class  struggle,  but  the  state 


n0Bds  to  eliminata  or  resolve  the  political  and  social 
contradictions  of  society  within  the  state  system  (Holfe, 
1977).  However,  in  some  circamstances,  the  state's 
interests  cannot  be  separated  from  the  social  classes' 
interests.  The  state's  policies  are  responsible  for  the 
consequences  of  class  struggle  and  relation  because  the 
state  attempts  to  fulfill  capital  accumulation  and  to 
maintain  its  own  legitimacy.  As  a result,  for  instance,  the 
state  needs  to  subsidize  capital  in  part  and  also  needs  to 
increase  social  expenditures  to  achieve  political  consensus 
and  legitimacy.  There  is  no  doubt  that  the  state  has 
expanded  in  the  context  of,  and  in  response  to,  class 
conflict  and  struggle. 

The  state  is  situated  in  an  ambivalent  position  in  the 
context  of,  and  in  response  to,  class  struggle.  The  state 
aims  to  fulfill  its  goals  and  seeks  its  own  interests  (e.g. , 
raising  revenues) . The  state  also  needs  to  satisfy  the 
demands  of  different  social  classes  and  to  promote  interests 
of  each  class  involved  in  order  to  maintain  its  legitimacy. 
Thus,  conflicts  in  policy  decisions  within  the  state  itself 
occur.  The  state  will  net  reform  in  a progressive  direction 
without  class  struggles  and  movements  pressing  it.  The 
pressures  and  movements  from  social  classes  will  force  the 
state  to  reform  policies.  Social  class  struggle  becomes  an 
Important  impetus  and  reference  to  the  state's  policy 
decisions.  For  instance,  when  the  dominant  class  is  not  as 


apparatuses,  and  creates  the  possibility  of  subordinate 
classes  and  groups  talcing  over  these  apparatuses, 
thereby  interfering  with  the  class-reproductive 
functions  of  the  capitalist  State.  Democracy  ...  is 
therefore  the  growth  of  subordinate-class  power  in  the 
state  apparatuses  as  well  as  in  the  institutions  of 
civil  society.  (Carney,  1984:253-254) 

soeioeconoBlc  and  cultural  factors 

For  the  long  tern,  differential  proclivity  to  people's 
savings,  work  ethics,  and,  perhaps,  government  reactions  may 
require  cultural  explanations  for  economic  development, 
culture  plays  an  important  role  in  determining  people's 
attitudes,  beliefs,  and  values.  By  means  of  socialization, 
individuals  are  educated  into  cultural  values  and 
societal/economic  norms  (Parsons,  1937,  1966).  This 
dimension  of  social  institutions  and  people's  behavior  is 
certainly  associated  with  development.  Culture  and 
socioeconomic  development  work  together  and  are  dynamically 
interrelated  (Weber,  1930;  McClelland,  1976;  Hagen,  1962; 
Tai,  1989) . Simply  put,  they  affect  each  other,  their 
interaction  explains  social  change  and  progress. 

There  is  no  question  that  development  brings  about 
cultural  and  socioeconomic  change.  However,  the  influence 
of  culture  on  development  is  not  so  clear.  It  would  be 
necessary  to  specify  further  what  aspects  of  culture  exert 
an  influence  in  a given  situation.  It  has  often  been  argued 
that  the  development  problem  of  any  society  is  due  to 
unsound  and  irrational  sociocultural  structure  of  that 
society,  i.e.,  passive  attitudes  and  value  orientation. 


illiteracy,  rigid  class  structure,  and  larger  fanllies 
(Elsenatadt,  1966,  1973;  Rostow,  1960;  Lauer,  1977;  Inkeles 
and  Smith,  1974;  Etaioni  and  Etsioni-Halevy,  1973).  This 
approach,  focused  on  the  obstacles  of  development,  naturally 
leads  to  a vicious  cycle  for  a traditional  society. 

In  some  circumstances,  however,  the  traditional 
culture  favors  rather  than  constrains  economic  development. 
The  "comparative  advantage"  of  cultural  traits  could  provide 


development  {Weber,  1930;  Horsley,  1984;  Berger  and  Hsiao, 
1988;  Horvine  and  Gonzalez,  19BB;  McCord,  1991).  The  spirit 
of  modernity  is  related  to  the  cultural  issue  that  can  be 
seen  as  economic  dynamism  at  the  empirical  level. 

Elements  in  culture  that  have  been  emphasized  as 
important  factors  for  development  include  self-discipline, 
work  ethic,  thrift,  and  respect  for  authority  and  elder 
people,  social  harmony  and  less  interpersonal  conflict,  and 
for  educational  achievement,  but  these  traits  are  not  the 
only  factors  that  not  only  help  economic  development,  taut 
also  raise  the  state's  relative  autonomy  (Heber,  1930; 
Berger,  1986;  HcCord,  1989;  Hofhslnz  and  Calder,  1982;  Tai, 
1989).  These  traits  may  not  have  a significant  impact  on 
economic  development  if  they  are  incompatible  with  adequate 
government  policies,  cultural  traits  herein  are  regarded  as 
independent  variables,  not  ae  dependent  variables,  in 
relation  to  economic  development. 


Figure  3-2:  The  Conceptual  Scheme  for  Economic 

Development  of  Third  Horld  Countriee 


analytical  structure  makes  it  easy  to  formulate  empirically 
based  research  on  Third  World  development  and 
underdevelopment. 

In  this  conceptual  scheme,  there  are  three  crucial 
relationships.  First,  each  variable  might  affect  economic 
development  directly.  Second,  the  three  variables  are  not 
just  interrelated  but  also  are  affecting  or  are  affected  by 
each  other.  The  coneeguence  of  the  interplaye  among  them 
can  shape  each  of  them,  e.g.,  change  of  state  power,  class 
relationship,  or  change  of  external  circumstances.  In  turn, 
the  result  would  also  determine  or  restructure  economic 
development.  Third,  the  result  of  economic  development,  in 
return,  would  affect  each  variable  and  reshape  the 
interactive  relationships  aiiu7ng  them. 

The  structure  of  the  interaction  certainly  constrains 
each  structural  unit/actor ' s power  and  interests,  but,  in 


the  meantime,  it  engenders  each  structural  unit/actor'e 
power,  interests,  and  opportune  development.  This 
proposition  raises  two  issues.  First,  due  to  structural 
restrictions,  it  is  stressed  how  each  unit/actoc  shapes  and 
changes  structure  in  order  to  gain  advantages.  Second,  due 
to  structural  interests,  it  is  stressed  how  each  unit/actor 
naintaine  and  supports  structural  interaction  in  order  to 
continuously  sustain  advantages.  A state's  development 
Initially  must  start  from  a favorable  structural 
opportunity.  How  to  create,  achieve,  and  even  apply 
structural  opportunitiss  is  a crucial  strategy  for 
development. 

Structural  opportunities  offer  a good  environment  for 
a state  to  bring  about  economic  development.  They  do  not 
appear  all  the  tine,  but  during  a certain  period  of  time,  a 
certain  area  or  region,  and  under  certain  circumstances,  and 
then  disappear.  Host  important  is  how  a state  efficiently 
takes  and  manipulates  structural  opportunities  in  assisting 
development.  The  emergence  of  structural  opportunities  is 
related  to  the  three  aspects  (as  Figure  3-2  shown) . First, 
from  societal  forces,  structural  opportunities  would  be 
created  by  the  changing  relations  and  interactions  among 
social  classes  and  by  the  socio-economic  conditions. 

Second,  from  world  system  forces,  they  would  be  generated  by 
the  changing  economic  and  political  world  hegemony  and  the 
new  international  division  of  labor  of  world  economy. 


would  conCrlbute  Co  ths  creation,  acgulraoent,  and 

In  this  dissertation,  three  conceptual  hypotheses  are 
proposed  to  examine  the  relationship  between  political 


hypothesis  J:  (a)  The  greater  the  state  autonomy  and 
isolation  from  societal  and  external  groups,  the 
greater  the  possibility  of  making  rational  state 
policies  and  the  greater  the  possibility  for  capital 

The  greater  the  state  governing  capacity,  the  greater 


State  autonomy  and  capacity  contribute  to  accelerating 
capital  accumulation,  which  helps  economic  development. 


tens  "relative  state  autonomy"  ia  determined  by  these  two 
reactions. 

Autonenv-eaohasiaina  reaction!  The  pattern  of  state 
actions  and  activities  may  set  the  pattern  for  the  actions 
and  activities  of  political  parties,  interests  groups,  and 
social  classes.  In  the  meantime,  state  autonomy  from  social 
pressures  will  increase  its  capacity  to  implement  policies 
and  actually  intervene  in  society. 

Autenomv-llmitlno  reaction:  state  policy  is 
constrained  by  the  anticipation  of  erternal  elites  and 
domestic  mass  reaction.  The  state  itself  has  been  gradually 
transformed  by  the  changes  in  its  external  and  internal 
environments . The  autonomy  of  the  state  is  enhanced  by  the 
absence  of  a dominant  economic  class.  The  separation  of  the 
political  elite  from  the  economic  elite  strengthens  the 
state's  autonomy  to  formulate  and  implement  policies  that 
may  run  against  the  interests  of  the  bourgeoisie.  This 
separation  also  avoids  national  bourgeoisie  control  of  the 
state  apparatus  and  the  constraint  of  state’s  actions. 

state  political  autonomy  alone  does  not  assure  that 
new  policy  Initiatives  will  be  adopted;  nor  does  Increasing 
state  power  indicate  that  the  state  will  effectively 
challenge  and  compete  with  core  states.  The  expansion  of 
the  state's  role  is  not  synonymous  with  enhanced  state 
capacity  to  spur  the  state's  development.  A state's 
development  depends  on  the  degree  of  the  state's  power,  its 


accelerate  econoDic  development.  Due  to  the  shortage  of 
domestic  capital,  the  peripheral  states  introduce  foreign 
capital  as  a compensation.  Yet,  the  effect  of  foreign 
capital  on  domestic  economic  growth  is  ambivalent.  How  to 
orient  foreign  capital  to  help  domestic  capital  accumulation 
and  how  to  prevent  capital  outflow  (profits  on  foreign 
investment  and  interest  on  credit  transfer}  are  issues 
contingent  upon  the  degree  of  state  autonomy  and  capacity. 

After  world  war  II,  there  were  two  significant 
conflicts  and  struggles  In  the  world  system.  At  first,  the 
newly  independent  states  achieved  minimal  state  capacity  and 
began  working  against  the  challenge  of  transnational 
linkages.  Secondly,  the  hegemony  of  the  D.S.  in  the  context 
of  economic  competition  among  capitalist  core  states  and 
sharp  political  and  military  struggles  between  capitalism 
and  socialism  became  crucial  (Evans,  1965;  Chase-Dunn  and 
Rubinson,  1977) , 

The  shift  from  productive  to  financial  and  political 
hegemony  offers  an  opportunity  tar  the  peripheral  states  to 
grow.  The  uncertainties  of  world  economic  and  political 
hegemony  provide  more  foreign  capital  to  the  peripheral 
states.  The  sources  of  foreign  capital  are  derived  from 
direct  foreign  investment,  borrowing,  and  aid.  The  world 
economic  competition  increases  the  amount  of  foreign 


peripheral 


world  political  power  struggle  and  hegenonic  concern 
increases  the  amount  of  foreign  aid. 

The  hegemonic  position  of  the  U.S.  is  dominant  in  the 
structure  of  power  and  exchange  in  the  world  system.  Tet, 
the  hegemonic  concern  (e.g..  Cold  Her)  led  the  U.s.  to 
strengthen  peripheral  states,  sometimes  even  facilitating 
the  expansion  of  their  economies.  United  states  aid  and 
assistance  have  been  brought  into  peripheral  statea.  The 
U.6.  hegenonic  concern  and  obligation  in  terms  of  military 
assistance  end  financial  aid  made  it  possible  for  some 
peripheral  states  to  expand  their  rolee  in  domestic  industry 
and  Increase  state  power  for  the  accumulation  of  capital. 
Also,  the  U.S.  hegemony  in  world  economy  is  dominant  in  the 
structure  of  foreign  investments  end  loans.  Vet,  with  the 
decline  of  the  U.S.  economic  hegemony,  foreign  investments 
and  loans  are  increased  from  the  other  core  states.  The 
world  economic  competition  also  offers  an  opportunity,  which 
the  peripheral  stataa  would  have  more  advantages  and  choices 
bargaining  with  multinational  corporations. 

aypoChesis  3:  (a)  The  greater  the  pressure  from  the 

subordinate  clesaaa,  the  more  likely  for  the  state 
policies  to  contradict  the  dominant  class' 


respond  to  the  subordinate 


classes'  demands/interests,  (bj  Conversely,  the 
greeter  the  influence  from  the  dominant  class,  the 
lower  the  degree  of  relative  state  autonomy  and  the 
lees  likelihood  for  the  state  to  reform  or  rationalise 
its  economic  policies  against  the  dominant  class' 
interests,  (cj  External  threats  are  likely  to  decrease 
class  pressures  on  ths  stats  and  allow  the  state  more 
relative  autonomy. 


Interaction  between  the  subordinate  claeeea 


denande  f 


C legitioacy,  state  policy  is  affected  by  the 
on  subordinate  groups  or  classes.  To  sone  degree, 
te  needs  to  respond  to  these  pressures  fron  below  in 
o maintain  political  stability.  The  cost  of  this 
s part  of  the  mechanisms  of  the  fiscal  crisis, 
which  the  state  incurs  social  expenditures  to  satisfy  the 


demands  fron  subordinate  classes.  The  fiscal  crisis 
constrains  the  degree  of  state  autonomy  on  policy-making. 

The  fiscal  crisis  deteriorates  current  account  balance  and 
capital  accumulation.  Therefore,  class  conflicts  and 
struggles  introduce  constraints  on  the  policy  options  and 
choices  open  to  the  state,  class  Interests  and  pressxires 
should  be  taken  into  account  that  have  influences  on  the 
consistency  and  effectiveness  of  policy  formation,  adoption, 
and  implementation. 

The  solidarity  among  various  social  classes  increases 
with  hostility  from  outside.  External  threats  have  the 
effect  of  promoting  internal  solidarity  and  of  forcing 
divergent  members  of  political  elites  to  cooperate  with  each 
other.  This  contributes  to  increase  state  autonomy  and  a 
government's  commitment  to  economic  development. 

State  policy  is  an  expression  of  class  struggle  and 
relations.  The  state  is  responsive  to  class  interests  and 
demands.  To  an  extent,  under  pressures  fron  the  subordinate 


classes,  the  state  can  obtain  autonony  to  contradict 
interests  of  the  doninant  class.  Vet,  too  much  emphasis  on 
responding  to  subordinate-class  demands,  will  hamper  both 
capital  accumulation  and  the  efficiency  of  capitalist 
development.  As  capitalist  development  slows  down,  due  to 
the  rise  of  social  costs,  the  increase  of  social 
expenditures  aggravates  fiscal  balance  and  economic 
development  is  retarded.  The  state,  thus,  needs  to 
adequately  perform  its  independent  status  to  achieve 
relative  autonomy  from  the  dominant  class  and  fulfill  the 
demands  of  the  subordinate  classes.  Without  being  the 
product  of  class  relation  and  domination,  the  state  capably 
eliminate  the  impacts  of  social  classes  and  pursue  its  own 
interests  and  goals. 

Class  conflicts  and  relations  are  also  affected  by 
cultural  factors  (i.e.,  social  norms).  The  interaction 
between  the  state  and  social  classes  is  defined  by  cultural 
traits  (e.g.,  respect  for  authority  and  older  people,  the 
emphasis  of  social  harmony,  tolerance  and  prevention  of 
serious  social  conflict,  interpersonal  trust,  self- 
discipline,  etc) . Some  cultural  traits  may  contribute  to 
the  state’s  relative  autonomy  and  to  capital  accumulation. 
The  cultural  and  socio-economic  "comparative  advantage"  may 
help  some  countries  to  achieve  high  degrees  of  relative 
autonomy  without  critical  class  conflict.  Less  class 
conflict  contributes  to  high  levels  of  political  stability 


and  state  power.  By  ensuring  a certain  degree  of 
satisfaction  for  subordinate  classes  and  autonomy  from  the 
dominant  class,  the  state  is  capable  of  accumulating  capital 
and  then  achieving  economic  development. 

Research  Design  and  Data  Sources 

He  are  well  aware  of  the  difficulty  of  developing  a 
model  or  framework  which  adeguately  explains  the  development 
or  underdevelopment  of  Third  World  countries.  The  problems 
of  development  confronting  the  Third  world  today  are  so  vast 
and  so  varied  that  no  single  model  or  theory  would  be 
adequate  to  explain  them.  Indeed,  contemporary  major 
theories  have  been  either  too  general  or  too  narrow  in 
scope.  The  advantage  of  our  analytical  framework  is  that  we 
are  concerned  with  the  possibility  and  opportunity  for 
economic  development  of  Third  World  countries  and  not  (or 
less)  with  the  problems  and  restraints  that  hinder  their 
development.  Our  solution  is  multidimensional  analysis  and 
multiple  indicators.  In  addition,  the  strategy  in 
comparative  research  to  collect  empirical  information  to  be 
used  for  analytical  purposes  is  based  on  two  levels: 
cross-national  and  longitudinal  designs. 

The  level  of  this  analytical  framework  is  holistic  and 
organic;  that  is,  it  adopts  historical-structural  and 
behavioral  approaches.  He  oppose  looking  at  the  parts  and 
neglecting  the  whole,  as  well  as  overemphasizing  the  whole 


historical-structural  approach. 


and  ignoring  the  parts.  Tha 
as  Cardoso  and  Faletto  (1979)  employed  it,  looks  at  the 
structure  and  its  changes  of  entire  societies.  The  two 
dynamics  Interact.  One  is  historical  change;  the  other  is 
structural  change,  structural  change  is  "horizontal," 
whereas  historical  change  is  "vertical."  Structural  changes 
on  the  whole  system  make  significant  changes  along  a period 
of  time.  Historical  changes  on  the  whole  system  require 
some  structural  changes.  The  idea,  in  their  own  language, 
is  that  social  structures  not  only  condition  social 
activities  and  life,  but  also  are  historically  transformed 
by  class  struggles,  social  movements,  and  conflicts, 
obviously,  structural  changes  generate  possibilities  for 
transformations.  This  approach  offers  an  alternative  for 
development  instead  of  only  being  used  for  explanation  of 
underdevelopment  and  dependency.  Indeed,  "structures" 
condition,  but  do  not  fully  determine;  they  impose  limits, 
Jmit  also  shape  possibilities  (Bennett  and  Sharpe,  1995:10). 

In  doing  so,  this  approach  examines  the  continuous 
interaction  among  social,  political,  and  economic  variables 
at  )3oth  internal  and  external  levels.  In  other  words, 
development  is  shaped  not  only  by  the  international  context, 
but  also  by  a historically  given  configuration  of  internal 
characteristics  (e.g.,  class  structure  and  struggle),  Tne 
Internal  characteristics,  in  turn,  could  shape  the  relations 
between  foreign  powers  and  domestic  class. 


Behavioral  approaches  enphaeire  subjective  factors  in 
the  development  of  the  Third  Horld.  They  focus  on 
individual  actors  and  interactions  among  actors,  in  terms  of 
motivations  and  behavior,  in  search  of  power  and  interests. 
Bargaining  is  the  whole  process  of  the  actors'  interaction; 
how  the  solidarity  in  the  system  Impinges  on  actors  is 
crucial  in  any  assessment  of  the  opportunities  and 
constraints  to  which  actors  are  subject.  Basically, 
bargaining  among  actors  effects  the  ways  in  which  actors 
effectively  exert  their  powers  over  others  and  eliminate 
pressures  or  limitations  from  others.  For  example,  the 
state  is  an  actor  and  it  imposes  its  influence  on  the 
component  units  in  their  relations  to  one  another.  Vet,  the 
context  of  this  behavior  would  be  affected  by  the  structural 
characteristics  of  a different  historical  era.  Structures 
shape  the  behavior,  motivations,  power,  and  interests  of  the 
actors  within  them  (structures).  The  subjective  actors' 
behavior  and  their  pursuit  of  power  and  interests  would  also 
shape  social  structure  based  on  the  interaction  among  them. 
Assumptions 

The  assumptions  of  the  research  framework  need  to  be 
defined  in  order  to  analyze  the  relations  among  them. 

to  pursue  its  structural  advantages  and  supremacy  status. 

An  agent  of  organization,  class,  or  corporation  Is  acting 
Independently.  An  agent  has  its  own  behavior  that  separates 


It  from  other  agents  with  which  it  may  cooperate  and 
conflict.  Bargaining  would  be  conceived  as  the  entire 
interaction  aaong  agents.  Second,  each  unit  would  also  be 
seen  as  factors  which  raay  create  opportunities  or 
constraints  on  dsvelopnent.  These  three  situations  nay 
define  the  change  of  national  or  international  structure. 

It  must  allow  for  creating  new  situations  by  transfoming 
original  structure  through  the  effect  of  bargaining 
interaction.  Third,  the  relations  among  these  units/actors 
are  interdependent  as  a whole  system.  The  interaction  among 
them  keeps  the  system  operating.  A change  in  the 
interaction  of  a part,  or  an  adjustment  on  Interactive 
structure,  will  somehow  transform  the  whole  system 
structure  as  the  structural-functionalism  asserts.  In 
return,  the  adjusted  whole  system  will  restructure  all 
interaction  forms  within  those  units  or  agents. 

Working  Variables 

Variables  are  sometimes  treated  as  concepts  under  the 
condition  of  high  abstraction.  Likewise,  indicators  are 
sometimes  viewed  as  variables.  According  to  the  research 
framework  presented,  we  define  some  variables  for  each 
concept  in  order  to  analyse  or  compare  each  NIC’s 
developmental  process  and  its  coneequencss.  Figure  3-3 
presents  the  research  strategy  to  deal  with  the  issue  of 
development  and  underdevelopment  of  Third  World  countries  in 


comparative  analysis. 
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davelopjDent  pattern  between  Taiwan  and  South  Korea  as  well 

This  conparison  is  conpatible  with  the  arguiaent  that 
each  country  has  its  own  developDent  pattern,  which  is  the 
consequence  of  the  interplay  of  history,  culture,  geography, 
class,  government,  and  other  related  factors.  Some  factors 
are  more  or  leee  unique  to  some  countries.  Yet,  it  is  also 
important  not  to  neglect  that  coounonalities  in  development 
processes,  beyond  the  specialities  of  each  national  context, 
exist.  Thus,  the  analysis  of  development  patterns  is 
focused  on  both  similar  and  different  levels.  On  the  level 
of  similarity,  common  features  of  development  processes  are 
generalised  and  provide  the  common  characters  of  development 
patterns.  On  the  level  of  differentiation,  the  analysis 
emphasizes  distinct  features  of  each  country  and  avoids  any 
similarities  in  development  process. 

For  convenience,  our  research  is  primarily  focused  on 
Taiwan's  development.  At  the  same  time,  Taiwan  is  used  as  a 
standard  for  analyzing  and  comparing  the  developmental 
patterns  of  south  Korea,  Mexico,  and  Brazil.  Also,  the 
weaknesses  and  strengths  of  developmental  strategies  in  East 
Asian  and  Latin  American  Nics  are  examined. 

case  studies  and  Cross-national  Cemmarlsons 

There  are  advantages  and  disadvantages  to  case 
comparative  studies.  A case  study  is  confined  to  one  or  a 
few  subjects  (cases)  in  which  each  case  is 


focus  is  on  a single  or  a lisited  number  of  cases,  the 
problem  of  generitlisation  is  critical  for  the  case  study. 
Also,  perhaps,  bias  might  be  present  in  the  selection  of 
cases.  However,  the  case  studies  provide  an  in-depth 
understanding  of  a nation's  development,  unlike  case 


studies,  cross-national  studies 
point  in  time,  seldom  attempt  to 
studies  are  often  associated  wit 
analyzing  one  or  a small  number 
time.  Moreover,  case  studies  al 


'ith  a large  sample  at  or 
explain  change.  Thus,  c 
I longitudinal  designs, 

.ow  a large  number  of 


variables  a 
studies  wit 
variables  t 


nd  conditions  in  . 
h a large  sample  i 
0 be  considered  lx 
, derived  from  th* 
in  all  countries, 
source  of  new  insights,  vhict 
national  studies.  Finally,  ( 
theories  rather  than  being  ai 
such  theories,  due 
The  strategy 


study,  while  c 


ise  studies  apply  and  modify 
efficient  and  powerful  test  o 
limited  number  of  cases. 

I this  research  combines  case 


studies  with  cross-national  comparisons.  Case  studies 
Involve  implicit  and  explicit  comparisons,  case  studies 
with  a historical  (longitudinal)  approach  provide  two 
important  pieces  of  information.  Data  are  gathered  over  an 
extended  period  of  time.  They  can  tell  us  whether  any 
policy  change  and  development  has  occurred  and  which  change 


happened  first.  The  caueal  relation  between  state  policies 
and  development  pattern,  thus,  can  be  examined,  cross- 
national comparisons  contribute  to  better  understand  the 
different  development  strategies  in  different  countries, 
that  lead  to  different  development  patterns  and 
performances . 


Various  data  sources  are  used  in  this  research.  They 
include  government  reports  and  documents,  census  materials, 
research  articles  and  books  written  by  scholars,  newspapers, 
and  archival  and  other  available  documentary  materials  on 
East  Asian  and  laitin  American  countries.  However,  one 
weakness  is  that  most  data  sources  used  are  published  in 
English  and  in  the  U.S.  He  lack  of  data  collected  directly 
from  Korean,  Portuguese,  and  Spanish  statistical  sources 
because  of  language  deficiancy.  I am  aware  that  the 
limitation  of  data  sources,  largely  in  English,  may 
contradict  analysis  baaed  on  each  country's  statistics. 
Horeover,  statistical  data  for  the  1950-1988  period  is  not 
available  for  every  year.  To  combine  statistical  data  from 
different  sources  is  necessary.  Also,  we  can  not  assess  the 
reliability  of  existing  statistics.  The  data  analysis  is 
mainly  based  on  the  secondary  literature  and  data  sources, 
which  may  lead  us  to  a different  result  from  one  based  on 


survey  data. 


A variety  of  etatietical  data  on  Third  World  econooic 
records  is  employed  from  international  institutions.  Main 
data  sources  in  the  type  of  analysis  include  the  following: 

1.  the  national  current  accounts  and  input-output 
statistics. 

Data  are  available  in  the  world  Bank  fworld 
Development  Feport)  and  each  country's  statistical  yearbook. 

2.  labor  force/wage/employment  statistics. 

Data  are  available  from  the  International  Labor 

Organization  (ILO — i^^arbook  of  Labor  statistics}, 
International  Monetary  Fund  (IMF — JnCerneCional  Financial 
statistics) , United  Nations  (UN — statistical  yearbook  for 
Asia  and  the  Pacific),  and  Latin  America;  Inter-Anerican 
Development  BanJc  (IDB)  based  on  official  statistics  of  the 
member  countries. 

3.  trade  statistics  (exports  and  imports). 

Available  information  is  provided  by  IMF 

(XnCernationai  Financial  Statistics^  Direction  of  Trade 
Yearbook  and  Manuals) , General  Agreement  on  Tariffs  and 
Trade  (GATT — International  Trade) ; and  World  Bank  (Annual 

4.  agricultural/industrial  statistics. 

Data  are  available  in  the  central  Bank  of  china 
(Financial  Statistics  Monthly) , Bank  of  Korea  (Economic 
statistics  Yearbook) . central  Bank  of  Brazil  (Annual 
Feport),  and  Bank  of  Mexico  (Information  Annual). 


co-operation  and  Development — Foreign  Trade  Series) , Horld 

10.  e>:ternal  debt  and  debt  service. 

Data  are  available  in  the  World  Bank  (World  Debt 
Tables) , INF  (InCernaCional  Financial  Statistics  and  Balance 
of  Payment  Yearbook) , and  UK  (yearbook  of  national  Account 
statistics) . These  data  are  well  suited  to  the 
investigation  of  large-scale  or  widespread  social  phenomena. 
They  provide  us  with  a gamut  of  available  information  on 
macro-level  research.  New  insights  can  be  gained  from  the 
of  this  information. 


analysis 


were  prevented  from  participating  in  politics  at  any 
administrative  level  and  even  from  attending  at  higher 
educational  levels. 

Bconomically,  Taiwan  was  regarded  as  an  agricultural 
appendage  to  Japan.  Taiwan  not  only  supplied  the  Japanese 
empire  with  agricultural  products,  but  also  served  as  a 
market  for  Japan's  industrial  products  (Gold,  1986;  Cumings, 
1984;  Grabowskl,  1988).  A dependency  relation  between 
Taiwan  and  Japan  was  formed.  An  agricultural  Taiwan  and  an 
industrial  Japan  were  the  twin  goals  of  the  Japanese 
government's  policies  so  that  the  industriallaation  of 
Taiwan  was  de-enphasired. 

Besides  that,  the  Japanese  had  an  impact  on  Taiwan's 
modernisation.  Socioeconomic  developments  were  impressive. 
The  most  pressing  socioeconomic  developments  faced  by 
Japanese  colonialists  were  transportation  and 
communications,  population  growth,  education,  the  system  of 
land  rights,  agricultural  output,  and  foreign  trade. ^ In 
1889  in  Taiwan,  there  were  only  164  km  of  major  roads  and 
almost  no  railways.  In  193S.  roads  extended  to  4,456  km  and 
there  were  881.7  km  of  railway  line.  In  1940,  roads  and 
railways  extended  to  12,076  and  907  km,  respeotively  (Ko, 
1978).  In  1939,  there  were  about  half  a million  Taiwanese 


in  elementary  schools,  i.e. , approximately  half  of  the  7-13 
age  group.  Agricultural  output,  from  1910  to  1930,  doubled 
in  volume.  The  growth  rate  in  agricultural  output  was  3.2t 
per  year  from  1906  to  1940  (Ho,  1978:45}.  Hodernization  in 
Taiwan's  agricultural  sector  under  Japanese  administration 
involved  the  use  of  fertilizers  and  irrigation  and  the 
application  of  scientific  knowledge  and  techniques. 
Agricultural  surplus  led  Taiwan  to  promote  foreign  trade. 
Between  1897  and  1944,  the  value  of  Taiwan's  exports 
increased  32-fold  and  its  Imports  lo-fold.  Vet,  about  90% 
of  Taiwan's  foreign  trade  was  with  Japan,  mostly  in 
agriculture.  Taiwan's  trade  dependence  on  Japan  increased. 
The  vulnerability  of  Taiwan's  trade  became  apparent  after 
Japan  was  defeated  in  the  World  War  II. 

The  third  stage  of  development  in  Taiwan  started  with 
the  end  of  World  War  II  when  Taiwan  was  returned  to  Chiang 
Kai-shek's  Koumintang  government  in  China  in  1945.  The  war 
extensively  damaged  Taiwan's  industries,  harbor  facilities, 
and  transportation  systems.  In  addition,  the  Japanese  made 
the  last-ditch  effort  to  support  their  war  by  food 
rationing,  conscription  of  large  numbers  of  Taiwanese  into 
the  military  service,  and  tight  control  of  commercial 
activities.  All  of  these  factors  led  to  serious 
dislocations  in  the  socioeconomic  conditions  that  hurt 
Taiwan's  development.  After  Che  war,  Taiwan  was  a depleted 
island,  badly  in  need  of  all  kinds  of  assistance.  Taiwan's 


econoBic  developnent  did  not  begin  until  Chiang'e  Koumintang 
government  retreated  to  this  island  in  1949. 

Before  its  independence  in  194B,  Korea  underwent  three 
important  stages  in  its  development.  The  first  stage  was 
imperial  dynastic  Korea.  The  second  was  under  Japanese 
colonialism  from  1910  to  1949.  The  last  was  under  American 
occupation  from  1949  to  1949.  These  three  rules  deeply 
influenced  the  formation  of  the  Korean  state  and  society  as 
well  as  Korean  modernlaation. 

Historically,  the  evolution  of  the  Korean  state  was 
integrated  into  the  Chinese  political  and  cultural  systein. 
During  the  long  period  of  the  yi  imperial  dynasty,  Korea  was 
a tributary  state  of  the  Chinese  "world-empire."*  The 
relations  between  China  and  Korea  were  political  and 
cultural  rather  than  economic.  Chinese  influences  on  the  yi 
Korean  state  were  also  political  and  cultural:  Korea 
established  a strong  central  state  bureaucracy  and  adopted 
the  Contucian  ideology.  The  Yi  Korean  state,  thus,  was  able 

The  yi  Korean  state,  by  learning  that  the  highly 
centralized  Chinese  state  was  based  on  a strong  bureaucracy, 
built  up  its  own  political  system,  its  hierarchical  status 
system,  and  its  social  order.  Confucian  values  also 
contributed  to  reduce  social  conflicts  and  to  maintain  a 
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the  Taiwanese,  were  oppressed  and  suffered.  Japan  was 
attempting  to  establish  its  enpire.  The  annexation  of 
Taiwan  and  Korea  was  the  first  step  of  the  Japanese  "great 
Bastaala  strategy."  Korea  and  Taiwan  were  seen  as 
jumpboards  to  the  Chinese  mainland  and  Southeast  Asia. 

The  Japanese  tendency  to  incorporate  Taiwan  and  Korea 
into  its  enpire  was  encouraged  by  the  similarity  in  ethnic 
and  cultural  background.  The  Japanese  integration  policy 
towards  its  colonies  was  very  different  fron  Western 
colonial  experiences.  Education  was  viewed  as  a major  means 
for  colonial  integration.  This  was  why  education  in  Taiwan 
and  Korea  was  emphasized.  Korean  economic  dependence 
increased  during  the  Japanese  occupation.  Korea  was  a 

foodstuffs  and  raw  nateriale  for  Japan's  industrialization. 

Despite  these  negative  aspects,  there  were  some 
positive  factors.  Japan  introduced  a modern  administration, 
monetary  and  banking  reforms,  a railway  network,  education, 
electricity,  modern  entrepreneurial  and  management 
techniques,  and  a land  survey.^  Between  1910  and  1940, 
economic  growth  was  substantial.  These  influences  had  two 
immediate  effects  on  future  development.  First, 
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Ttie  fonoBtion  of  the  Brazilian  state  can  be  divided 
into  four  phases.  First,  the  emergence  of  a state  political 
entity  began  in  1S08  when  the  Portugueee  court  fled  to 
Brazil  to  escape  the  Napoleonic  invasion.  The  Portuguese 
nonarch  turned  a sere  colony  into  the  heart  of  his  empire 
and  sought  to  encourage  development. 

Second,  Brazil  von  independence  from  Portugal  in  1822 
under  Pedro  I and  has  never  been  under  foreign  occupation 
since  then.  From  1822  to  1889,  the  Independent  Brazilian 
state  was  a monarchy.  It  achieved  national  unity  through  a 
united,  centralized  bureaucratic  empire. 

Third,  a republic  emerged  as  a bloodless  coup 
overthrew  the  monarchy  in  1889.  The  establishment  of  the 
repiablic  decreed  Che  abolishment  of  slavery.  The  peaceful 
process  of  emancipation  did  not  cause  a civil  war,  as  in  the 
U.S.  and  Cuba.  The  republic  widened  elite  participation  in 
regional  and  national  decisions.  A highly  regional  autonomy 
was  smbodled  in  the  republic's  federalist  constitution.  The 
republic  did  not  change  social  structxire  in  order  to  avoid 
political  struggles. 

The  final  phase  began  in  1930,  when  Getulio  Vargas 
(1930-1948)  cane  to  power  and  established  an  authoritarian 
state.  A military  coup  overthrew  the  oligarchical  republic. 
The  nation  underwent  profound  political  changes  and  an 
economic  transformation.  The  authoritarian  state  created 
state  enterprises  and  modernized  the  bxireaucracy  along  more 


regard  to  political  change, 


involved  with  the  change  of  social  structure.  The  emergence 
of  the  industrial  bourgeoisie,  a new  middle  class,  and  the 
urban  proletariat  resulted  from  rapid  industrialization. 
These  classes  began  to  participate  in  the  governnent  as  the 
oligarchy  (landlord  class)  lost  power.  Since  1930,  the 
state  was  forced  to  compromise  with  these  newly  emerging 
classes,  on  the  one  hand,  and  to  continuously  struggle  with 
the  oligarchy,  on  the  other  hand.  The  state  Itself  has 
gradually  changed  its  role  from  an  instrument  used  by  the 
oligarchy  to  maintain  its  advantages  to  an  independent 
entity,  allied  with  the  newly  emerging  classes  that  sought 
power  to  defend  their  interests  to  pursue  national 

The  Great  Depression  on  coffee  prices  revealed  the 
vulnerability  of  an  economy  based  on  a one  export  item.  The 
Brazilian  pattern  of  exporting  primary  products  in  exchange 
for  manufactured  goods  became  unfavorable.  The  economic 
dependence  on  trade  diminished  sharply.  Besides,  the 
domestic  market  expanded  rapidly,  because  the  emerging 
classes  demanded  more  consumer  goods,  thus  allowing  the 
development  of  Import  substitution.  In  order  to  broaden  the 
economy  and  reduce  import  expendituree,  the  developmental 
strategy  shifted  from  exports  to  the  internal  market.  Thus, 
with  a strong  element  of  economic  nationalism,  the  first 


on  uodernising  production,  on  the  other  hand,  Mexico's 
unequal  exchange  of  products  with  foreign  powers  derived 
from  the  earlier  colonial  shaping  of  the  character  of 
accusulation  and  its  corresponding  low  level  of  productivity 
(Cockcroft,  1983). 

Mexico  revolted  against  Spain  in  1810.  The  struggle 
was  completed  and  independence  was  won  in  1821.  Mexico 
attained  its  independence  from  Spain  without  having 
developed  a political  system  capable  of  setting  a direction 
for  economic  growth.  Rather,  class  conflicts  behind 
independence  continued  to  shape  the  embryonic  national  state 
and  patterns  of  capital  accumulation.  The  enormous 
disparities  between  the  various  social  classes  created  a 
chronic  struggle  that  led  to  constant  political  instability. 
The  liberal-conservative  civil  war  broke  out  in  1854  to  1867 
and  ended  with  the  invasion  of  an  external  power. 

Mexico's  problems  were  also  greatly  aggravated  by 
foreign  intervention.  Prance,  Great  Britain,  and  Spain  all 
demanded  reparations  for  losses  incurred  during  Mexico's 
turmoil.  The  U.5.,  in  1848,  took  half  of  Mexico's  territory 
as  a prize  of  war.  In  1861,  France  occupied  Mexico.  The 
occupation  of  France  ended  in  1867. 

In  1876,  Porfirio  Diaz  succeeded  in  establishing  a 
basic  legitimacy  for  the  political  system.  There  was  one 
political  regime  until  his  overthrow  in  1911.  The  state 
under  Diaz  was  centralized  and  strengthened  by  )3oth  outright 


organization  of  labor,  peasants,  and  the  niddle  oiasa.  The 
more  ''leftiet"  state  created  a unique  foundation  for  Mexican 
economic  development. 

Colonial  rule  in  Brazil  and  Mexico  was  very  different 
from  Japanese  rule  in  Taiwan  and  Korea.  Japan  emphasized 
integration  of  its  colonies  and  subaequently  inoorporated 
then  into  its  empire.  In  doing  so,  a highly  centralized  and 
planned  policy  was  implemented  by  Japan  to  penetrate  deeply 
into  Taiwanese  and  Korean  politics,  economy,  society,  and 
culture.  Also,  Japanese,  Taiwanese,  and  Korean  shared  a 
social  and  cultural  background,  on  the  basis  of  oommon 
ethnic  roots.  Taiwanese  and  Korean  had  despised  the 
superiority  of  the  Japanese  because  they  had  high  cultural 
achievements  and  a strong  historical  identity.  The  Japanese 
emphasized  their  economic  and  industrial  performances  to 
bring  up  prosperity,  rather  than  political  repreesion  in 
order  to  sustain  their  legal  power  and  legitimate  status. 

Western  colonialism  in  Brazil  and  Mexico  emphasized 
the  exploitation  of  raw  sateriaia  and  agricultural 
productions.  It  was  more  economically  than  politically 
oriented.  The  relationship  batwaen  Brazil  and  Mexico  with 
Western  colonists  was  simply  bassd  on  ths  exchangs  of 
primary  goods  for  manufactured  products.  The  lack  of 
interest  in  political  integration  by  Spain  and  Portugal  made 
the  modernization  of  values  and  institutions  in  colonized 
The  combination  of  indigenous 


difficult, 


landlords  and  colonlalisrs  vas  the  major  character  of 
colonial  economy,  which,  in  turn,  led  to  the  formation  of  a 
strong  society  against  the  state  in  later  development. 

Also,  the  lach  of  historical  and  national  identity  in  Brazil 
and  Mexico  was  conducive  to  a long  period  of  colonial  rule. 
Thus,  in  contrast  to  Taiwan  and  Korea,  Brazil  and  Mexico 
experienced  more  economic  exploitation  than  development 
during  colonialism. 


STATE  POLICY  AND  ECONOMIC  DEVELOPMENT  (1950-1970) 

Chapters  S and  e present  the  state's  response  to 
capital  acciuBulation  and  economic  qrovth  and  focus  on  policy 
formation  and  impienantation.  Doth  chapters  show  why  East 
Asian  Nice  implemented  economic  policies  so  efficiently 
compared  to  Latin  American  NICs.  Both  chapters  also  show 
that  different  policies  lead  Co  different  development 
patterns.  The  difference  derived  from  two  factors:  Che 
deqree  at  state  autonomy  and  capacity. 

Policy  formation  and  implementation  are  determined  by 
the  degree  of  relative  state  autonomy  in  relation  to  social 
classes  and  by  its  economic  autonomy  vis-a-vis  foreign 
firms.  The  ability  of  the  state  to  implement  policies  is 
related  to  its  capacity.  These  two  factors  determine  the 
direction  of  accumulation  of  capital  and  economic  growth. 

In  chapters  5 and  6,  we  only  focus  on  state  capacity  and  the 
adoption  and  implementation  of  economic  policies  in  favor  of 
economic  growth.  The  adoption  of  different  economic 
policies  in  two  regional  NICs  leads  to  different  paths  and 
rates  of  economic  development  because  of  the  differences  in 
state  capacity  between  them.  In  chapters  7-10,  we  examine 
that  the  different  option  and  choice  in  policy  formation  is 


derived  from  the  different  degree  of  relative  state  autonomy 
against  social  classes  and  foreign  firms.  The  relations 
betveen  the  state  and  social  classes  and  between  the  state 
and  foreign  firms  are  the  crucial  factors  that  determine  the 
degree  of  relative  state  autonomy  and  constrains  policy 
options  open  to  the  state. 

This  chapter,  first,  examines  why  Taiwan  and  Korea 
successfully  implemented  land  reform  policies  which  reduced 
the  inequality  in  the  distribution  of  land  and  Income  and 
why  Brazil  and  Mexico  failed  to  do  so.^  The  pattern  of 
capital  formation  and  labor  surplus  extracted  from 
agricultural  sectors  in  favor  of  industrial  development  was 
also  different  in  Taiwan  and  Korea  versus  Brazil  and  Mexico. 
Second,  it  examines  why  Taiwan  and  Korea  were  able  to  move 
from  import-substituted  to  export-oriented  industrialization 
during  the  early  I9£0s  and  Brazil  and  Mexico  were  unable  to 
do  so.  This  can  be  explained  by  the  adoption  of  different 
policies.  Different  development  strategies  explain  why 
their  economic  development  patterns  diverged  after  1960. 

The  different  economic  development  pattern  indicates  the 
state  capacity  and  its  ability  to  influence  economic 
development. 


Agricultural  Refora  and  Policy  I19S0-196QI 


In  East  Asian  NICs«  agriculture  was  the  cornerstone  of 
econocic  development  and  enabled  the  industrial  sector  to 
perform  its  active  and  dynamic  role.  Land  reforms  carried 
out  by  Taiwan  and  Korea  during  the  early  1950s  were 
successful  in  the  progressive  moderniaation  of  traditional 
agriculture.  Their  strategies  in  agriculture  stressed  the 
widespread  application  of  labor-intensive  technology,  an 
equalitarian  land  redistribution,  and  the  improvement  of  a 
rural  infrastructure.  Agricultural  development,  thus,  was 
spread  over  the  entire  farming  population.  This  has  been 
characterized  as  the  "bottom-up  effect"  that  eventually 
resulted  in  a small  farm-owner  system  and  subsequently 
contributed  to  an  equalitarian  income  distribution. 

In  contrast.  Latin  American  KICs  inherited  their 
colonial  economy  as  a structural  dualism  in  agriculture, 
i.e..  modern  and  traditional  sectors.  Latin  American  Nice 
encouraged  the  growth  of  a modern,  commercial,  large-scale, 
and  relatively  capital-intensive  technology  in  agriculture. 
The  traditional  sector  has  been  neglected  and  sacrificed 
with  less  government  subsidy  and  less  improvement  of  rural 
areas  as  well  as  expropriation  by  the  great  landowners.  As 
a result,  agricultural  development  only  benefited  the  large 
landowners  and  consequently  disrupted  equality  on  land  and 
income  distribution  {Johnston  and  Kilby.  1975;  Thorbecke, 


Land  reform  in  Latin  American  NICm  had  the  ultimate 
purpose  of  stimulating  the  development  of  capitalism  in 
agriculture.  Land  reform  in  Taiwan  and  Korea,  on  the  other 
hand,  had  two  purposes,  economic  and  political.  The 
economic  aim  of  land  reform  was  to  redistribute  land  and  to 
increase  the  productivity  of  agriculture  in  order  to 
increase  the  farmers'  income  and  prepare  for  industrial 
development.  The  political  aim  of  land  reform  was  to 
promote  social  and  political  stability  and  to  secure  the 
Koumintang  in  Taiwan  and  Rhee  regime  power  in  Korea. 

Taiwan  and  Korea  were  densely  populated  with  the  great 
majority  of  their  inhabitants  engaged  in  and  dependent  on 
agriculture  for  their  livelihood.  The  maldistribution  of 
land  and  the  traditional  system  of  land  tenure  not  only 
forced  the  farmers'  living  standards  down,  but  also  hindered 
agricultural  development.^  Implementation  of  land  reform 
was  an  urgent  necessity  for  both  political  and  economic 


The  Koumintang  government  in  Taiwan  realized  that  it 
had  neither  social  support  nor  an  administrative 
infrastructure  on  the  island.  It  set  out  to  reshape 
Taiwanese  society  step-by-step,  with  minimal  violence.  In 
1949,  over  60%  of  the  total  population  were  peasants  and 
about  one  half  ware  tenants.  To  improve  Koumintang's 


quality  of  land. 
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The  land-to-the-tiller  program  helped  many  tenant 
farmere  obtain  ownership  of  the  land  in  the  first  year  by 
making  Installment  payments  over  a period  of  10  years  for  an 
amount  equivalent  to  two  and  a half  times  that  of  the  annual 
crop  yield.  This  program  limited  land  ownership  to  a 
maximxuD  of  3 chia  (1.9  hectares);  any  land  in  excess  was 
purchased  by  the  state  and  redistributed.  It  affected 
approximately  28%  of  the  farm  families  and  over  let  of  the 
cultivated  land  (see  Table  5-1).  Overall,  the  land  reform 
programs  redistributed  about  210,000  hectares  of  land  and 
about  half  (48%)  of  the  taro  households  were  affected  by 
land  redistribution. 

One  of  the  major  effects  of  land  reform  was  to  reduce 
the  proportion  of  tenants  and  to  convert  Taiwan's  land- 
tenancy  system  into  a system  of  small  landowner-cultivators. 
In  1949,  the  distri)^tion  of  farm  tenancy  was  39%  (about  20% 
of  the  population)  tenant  farmers,  25%  partially  self- 
tilling  farmers,  and  36%  self-tilling  farmers.  After  the 
land  reform,  the  figures  were  10%,  12%,  and  78%  in  1970, 
reepectively.  This  can  be  illustrated  by  the  eini  index. 

In  19S2,  the  Gini  coefficient  was  0.618,  declining  to  0.457 
in  1960  (Wei,  1976:257).  Tables  5-2,  5-3,  5-4,  and  5-5  also 
show  that  land  distribution  is  more  egual  in  Taiwan  and 
Korea,  as  compared  with  Hexico  and  Brazil. 

The  land-to-the-tiller  program  also  had  a net  wealth 
redistribution  effect.  According  to  He's  (1978)  argument. 
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Brazil:  Sizs  Distribution  of  Land  by  No.  of  Holdin9s  and 
Total  Holding  Araa  (in  t) 

Hectares\Year  1950  1960  1970 

34  (1)  45  ( J)  51  ( 3) 

52  (15)  45  (19)  39  (20) 

13  (33)  9 (34)  8 (37) 

2 (32)  1 (29)  I (27) 

I (19)  0.4  (16)  0.1  (12) 


Note:  total  holding  area  in  parenthesis, 
source:  Baer  (1979:215). 

As  in  most  developing  countries,  land  reform  is  easier 
to  decree  than  to  carry  out.  This  happened  in  China  during 
the  1930s  and  1940s  when  the  Kuomintang  failed  to  carry  out 
land  reforiD  because  of  the  opposition  of  the  landlord 
class.  Why  did  the  Xoumintang  state  in  Taiwan  succeed  in 
implementing  land  reform?  Several  reasons  stand  out. 

First,  the  Koumintang  leaders  were  newcomers  to  the  island 
and  had  no  substantial  interest  roots  affiliated  with  any  of 
the  various  Taiwanese  Interest  groups.  Thus,  it  had  no 
obligation  to  the  rural  Taiwanese  elites  [Amsden,  1979; 

Gold,  1986;  Barrett  and  Whyte,  1982;  Koo,  1986;  Grabowslti, 
1986).  They  would  act  as  independent  arbitrators.  The 
Koumintang  state  enjoyed  greater  political  flexibility  than 
did  most  states  in  less  developed  countries. 

Second,  on  the  one  hand,  the  Koumintang  state  had 
sobering  experiences  with  the  peasants'  revolution  in 
mainland  china,  when  peasants  were  used  by  Chinese 


communists  in  their  fight  against  the  Koumintang.  Due  to 
its  defeat  on  the  mainland,  the  Koumintang  state  felt  a 
strong  need  to  establish  a solid  political  base  among  the 
Taiwanese  peasants  to  prevent  another  peasant  revolution. 

On  the  other  hand,  faced  with  the  threat  of  a Communist 
takeover  of  the  island,  local  landlords  were  cooperative 
with  the  Koumintang  state. 

Moreover,  lend  reform  could  fulfill  Dr.  Sun  Vat-sen's 
goal  of  "egualization  land  ownership"  and  provide  a firm 
base  for  growing  social  consensus  and  cohesion  in  Taiwan  as 
a source  of  economic  and  social  power  vis-a-vis  the 
performance  of  the  communist-dominated  mainland.  Also,  land 
reform  was  the  first  step  toward  improving  the  Kounintang'a 
new  relationship  with  the  Taiwanese  (Crane,  1982).  Finally, 
U.S.  aid  to  Taiwan's  land  reform  was  also  important,  because 
it  provided  funds  for  the  Kuomintang  atate  to  purchase  land 
from  landlords  and  to  Improve  the  rural  infrastructure  and 
educational  facilities. 

The  contribution  of  Agriculture  to  Industry 

Taiwan  witnessed  an  unprecedented  rural  prosperity 
which  gave  rise  to  the  development  of  email  industries  and 
commerce.  The  well-developed  agricultural  sector  provided 
the  basic  requirement  for  industrialisation.  The 
agricultural  sector  not  only  provided  cheap  food  to  the 
urban  working  classes,  but  also  served  as  a market. 
Agriculture  also  contributed  to  foreign  exchange  by 


Taiwan's  land  reCorn  and  agricultural  policies  also 
facilitated  state  surplus  in  the  form  of  "super- 
exploitation.”  The  extraction  on  agriculture,  with  a 
transfer  of  agricultural  resources,  was  equally  impressive 
with  the  spillover  effect  on  industry  (Ansden,  1985; 
Srabowski,  1988).  The  super-sgueese  on  agriculture  was 
threefold.  First,  the  peasantry  worked  longer  hours  to 
maximize  production.  It  increased  farmers'  income  and 
savings,  as  well  as  tax  revenue.  Second,  the  Koumintang 
state  effectively  levied  the  surplus  directly  on  the 
farmers,  without  intermediation  of  landlords.  Third,  the 
state  monopolized  the  fertilizer  industry.  The  price  of 
fertilizer,  manipulated  by  the  state,  was  actually  higher 
than  it  should  be.  The  Koumintang  state,  via  the  rural 
farmers'  associations,  exchanged  fertilizers  for  rice  with 
the  farmers.  The  fertilizers  increased  agricultural  output 
and  the  state  also  enjoyed  high  profits.  The  rice  collected 
from  farmers  rose  from  approximately  400, QOO  tons  per  year 
in  the  early  1950s  to  600,000  tons  by  the  end  of  decade. 

The  agricultural  exports,  mainly  rice  and  sugar,  provided 
sufficient  foreign  exchange  tor  importing  machinery  and  raw 
materials  for  developing  a primitive  industrialization. 

In  sum,  capital  accumulation  largely  relied  on 
agricultural  sectors.  t,snd  reform  supported  a form  of 
"super-exploitation"  for  the  state  accumulation  of  capital. 
Agriculture  in  Taiwan  provided  investment  capital,  labor 


forcas,  end  export  earnings  during  the  Inport-subetitution 
period.  The  supply  of  cheap  food  mat  the  minimal 
requirement  of  domestic  consumption  that  guaranteed  stable 
and  low  wage  rate  for  the  working  class  in  the  manufacturing 
sector.  This,  in  turn,  not  only  increased  competitiveness 
in  the  world  market  because  of  its  low  production  costs,  but 
also  ensured  a certain  degree  of  political  stability.  The 
low  wage  rate  and  the  political  stability  were  important 
incentives  to  attract  foreign  direct  investment.  Thus, 
agriculture  supported  industry  in  Taiwan  during  the  l9S0s 

Like  Taiwan.  Korea  was  also  densely  populated  and 
highly  dependent  on  agriculture,  with  three  quarters  of  its 
working  population  {about  17  million)  engaged  in  faming. 

Two  thirds  of  the  farm  families  ware  full>tine  tenants  and 
almost  all  the  others  were  part-time  tenants.  Only  2.7%  of 
the  farmers  owned  nearly  two  thirds  of  the  land.  Land 
rental  varied  from  50%  to  90%  of  the  main  crop,  which 

Land  reforni  in  Korea  was  similar  to  that  in  Taiwan. 

The  difference  between  them  was  that  a strong  landlord  class 
remained  in  Korea  and  dominated  political  power.  After 
world  War  II.  Korea  also  started  extensive  land  reform  that 
consisted  of  three  important  steps.  The  first  step,  which 
began  in  1945  under  American  military  government  assistence. 


Like  Taiwan,  the  rural  sector  provided  a stimulus  to 
the  primitive  accumulation  of  Industrial  capital  derived 
from  agricultural  surplus.  Agricultural  production 
increased  for  three  reasons.  First,  there  were  more 
incentives  for  farmers  to  till  their  own  lands  and  to 
increase  their  own  profits.  Second,  the  state  required  the 
formation  of  rural  cooperatives,  which  allowed  agricultural 
development  by  providing  factor  Inputs  and  information, 
snail  farmers  can  make  more  investment  or  inputs  in  their 
lands,  such  as  the  increased  use  of  fertilirers  and 
pesticide,  improvement  in  faming  techniques,  and 
irrigation.  This  led  to  higher  levels  of  productivity. 
Third,  as  in  Taiwan,  farmers  in  Korea  have  not  had  to  face 
the  problem  of  unequal  access  to  the  market  and  factors  of 
production,  as  was  the  case  in  Mexico  and  Brasil  where  state 
institutions  favored  the  modern  agricultural  sectors.  The 
farmers  in  Korea  and  Taiwan  were  able  to  compete  in  modern 
agriculture  on  an  equal  basis,  due  to  an  Increase  in 
accessibility  to  credit  and  market  information  (Looney, 

The  small  landowner  system  and  labor-intensive 
agriculture  have  allowed  growth  with  a fair  distribution  of 
income.  During  the  1954  to  1961  period,  the  GNP  grew  at  an 
average  annual  rate  of  4.et  and  the  agricultural  sector  grew 
at  4.1%.  There  was  no  apparent  variation  in  the  rates  of 
agricultural  and  GNP  growth.  Agricultural  growth  largely 


supported  econonic  grovth.  I>uring 


thirds  of  the  population  engaged  in  agriculture  produced 
about  sot  of  the  GDP.  Agricultural  sectors  were  also 
responsible  for  the  3t  annual  population  growth.  Rural 
incone  Inequality  indicated  by  the  Glni  coefficient  was 
0.357  in  1967.  In  1963,  the  top  20%  and  the  lowest  tot  of 
the  population  received  44t  and  20t,  respectively,  of  the 
national  incobe,  conpared  with  61. St  and  10%  in  Brasil  in 
1970,  64%  and  10.5%  in  Hexico  in  1969,  and  40.1%  and  20.4% 
in  Taiwan  in  1964  (Wade  and  Kim,  1978).  Taiwan  and  Korea 
had  nore  equality  of  income  distribution  than  Brazil  and 

Conpared  with  Taiwan,  Korea  had  lees  success  in 
directing  agricultural  development.  Agriculture  was 
overlooked  by  the  Korean  state  because  Korea  imported  large 
shipments  of  food  grain  from  O.S.  aid  programs  under  Public 
Law  480  and  the  Mutual  security  Act.  In  the  late  19S0a  and 
early  1960a,  these  shipments  of  cheap  grain  allowed  the 
state  to  sustain  a price  policy  well  below  the  mar)(et  level. 
This  retarded  Korean  agricultural  development  (Hamilton, 
1983).  One  consequence  was  a deteriorated  farn  household 
income  level.  The  self-sufficiency  food  ratio  was  over  90% 
during  the  1950b,  but  dropped  to  80.5%  in  1970,  73%  in  1975, 
and  54.3%  in  1980.  This  decline  indicates  the  rapid 


Increase  of  food  grain  inports  (Chung,  1989).  Unlike  Taiwan, 
a food  exporter,  Korea  became  a najor  importer  of  grains. 

Besides,  rural  institutions  were  centralized  and 
controlled  by  the  central  government,  which  left  little 
leeway  for  local  inputs  and  participation.  Even  though  the 
efficiency  of  state  policies  was  a concern,  the  basic  needs 
of  the  farms  were  ignored.  Therefore,  the  capability  of 
farmers  to  make  changes  and  improvements  on  land  use  and 
crops  was  not  as  extensively  developed  as  in  Taiwan  (Oshima, 
1986) . 

The  contribution  of  Agriculture  to  industry 

Following  the  pattern  of  Taiwan,  Korean  agriculture 
had  several  contributions  to  the  industrial  sector  during 
the  1950s.  The  state  adopted  labor-intensive  agricultural 
policies  that  contributed  to  a rational  use  of  limited  land, 
abundant  labor,  and  scarce  capital.  The  optimization  of 
agricultural  development  provided  an  efficient  basis  for  tax 
collection,  which,  in  turn,  increased  state  industrial 
investments.  Compared  with  Taiwan,  investment  capital  from 
agriculture  was  relatively  small  in  Korea.  To  a certain 
extent,  low  investment  funds  from  the  rural  sectors  led  the 
state  to  depend  on  foreign  borrowing  to  finance  industries. 
Moreover,  the  rural  sector  supplied  cheap  labor  that  was 
required  for  a rapid  industrial  growth.  During  the 
industrial  takeoff  in  1962  to  1970,  the  annual  average  of 
new  laborers  from  rural  sectors  was  413,000  (Chung,  1989). 


Finally,  the  rural  sectors  provided  an  ioportant  Barket  for 
Korean  industrial  products  as  farm  families  improved  their 
standard  of  living. 

The  agricultural  policy  in  Brazil  and  Hexico  was  guite 
different  from  that  of  Taiwan  and  Korea.  Even  though  the 
Brazilian  and  Mexican  states  have  strived  to  increase 
agrioultural  output  tor  exports  to  earn  foreign  exchange, 
their  policy  instruments  have  benefited  the  modern 
agrioultural  sector  rather  than  the  traditional  one.  The 
legacy  of  the  colonial  agricultural  economy  favored  modern 
agricultural  capitalists,  who  were  strong  enough  to  affect 
agricultural  policies.  Brazil  and  Hexico  have  had 
difficulty  in  freeing  themselves  from  the  colonial  economic 
legacy.  As  a result,  compared  to  the  Taiwanese  and  Korean 
states,  the  Brazilian  and  Mexican  states  had  less  relative 
autonomy  against  the  agricultural  capitalists  to  implement 
land  reform.  Agricultural  policies  in  favor  of  the  modern 
agricultural  sector  contributed  to  further  land 
concentration  and  unequal  income  distribution. 

Since  the  revolution,  Mexico  underwent  a long  period 
of  agricultural  growth  with  radical  land  reform.  Before  the 
revolution,  Hexico  had  a high  degree  of  land  concentration. 
The  vast  majority  of  the  rural  population  was  landless. 

This  was  part  of  Mexico's  colonial  heritage. 

Mexico's  land  reform  had  a complex  legislative  history 
of  peasant  pressures  and  state 


created  by  a pattern 


responses, 
product  of  a 
interests  wei 
constitution. 


The  Mexican  land  reforK  was  not  a gift,  but 
1 peasant  struggle  and  revolution.  Peasant 


doninant  and  reflected  in  the  1917 
The  land  reform  program  was  incorporated 
into  the  1917  constitution  and  its  principal  objective  was 
the  redistribution  of  wealth, 

There  was  a conflict  between  greater  equality  and 
rapid  growth.  State  policies  oscillated  between  satisfying 
peasant  demands  and  increasing  commercial  food  production 
for  export  to  earn  foreign  exchange  (Sanderson,  1984; 

Looney,  1975;  de  Janvry,  1981) . Thus,  the  state  adopted  a 
changing  policy  (multiplicity  of  different  policies)  on 
agriculture  to  pursue  either  redistribution  of  land  or  rapid 
growth  of  agricultural  output. 

Mexico's  agricultural  policlea  have  followed  two 
distinct  directions  since  the  revolution.  One,  it 
emphasised  the  redistribution  of  land  and  was  less  concerned 
with  increasing  the  output.  It  limited  the  rise  of 
individual  landholdings  and  redistributed  large  estates 
among  landless  peasants.  The  consequences  of  this  policy 
were  the  reduction  of  traditional  latifundias,  the  creation 
of  ejidoe  (i.e.,  communal  farms),  and  the  encouragement  and 
protection  of  small  holdings  under  cultivation.  The  ejido 
system  had  beneficial  effects  on  employment  and  income 


distribution  because  It  guaranteed  all  e}ido  member 
households  a ninimum  level  of  employment  and  Income. 

The  other  type  of  policy  focused  on  the  growth  of 
large  capitalist  farms.  The  state  adopted  expedient 
measures  to  increase  production  in  large  modern  commercial 
farms.  It  created  a dual  system:  the  small  subsistent  farms 
and  a large  commercial  modern  sector,  state  funds  were 


allocated  mainly  to  the  large-scale  sector  by  a large 
investment  on  infrastructure,  facility  improvement,  and 
credit.  Tax  privileges,  overvalued  exchange  rates,  and 
minimum  price  support  were  also,  directly  and  indirectly, 
used  to  subsidize  the  larger  commercial  sector. 

Table  5-6  shows  the  land  transfers,  families 
benefited,  and  state  investment  in  agriculture  by  different 
presidential  periods.  To  a certain  degree,  policies  in  the 
rural  sector — in  favor  of  the  peasant  or  the  modern  sector — 
varied  with  the  different  presidents.  The  oscillation  of 
state  policies  corresponded  to  attempts  to  suppress  or 
support  the  demands  of  various  sectors  of  the  population. 

The  land  reform  had  three  major  effects.  First,  about 


The  majority 


of  the  rural 


otal  land  was  transferred  to  landless  tenants, 
of  the  rural  labor  in  Mexico  gained  access  to 
1930  to  1940,  landlsBs  peasants  as  a percentage 
population  declined  from  6St  to  36\.  Second, 


least  succeeded 


earn  foreign  exchange,  the 
achieving  self-sufficiency  in  agricultural  production, 
naintaining  relatively  low  food  prices  for  the  low  income 
urban  people,  and  raising  the  living  standards  of  the  rural 
masses.  Unlike  Taiwan  and  Korea  where  agriculture 
subsidized  industry  and  became  subordinated,  Hexico's 
agriculture  did  not  effectively  provide  a sufficient  capital 
to  develop  industrialization.  The  agricultural  sector 
remained  profitable,  and  the  landlord  class  prefered  to 
invest  in  this  sector.  The  structural  dualism  in  economy  in 
terms  of  industrial  and  agricultural  sectors  exists  to  this 
date.  Also,  it  is  clear  that  the  conflicts  and  struggles 
between  the  state  and  rural  peasants  will  re-start  at  each 
economic  recession.  The  state  will  be  forced  to  face  the 
issues  of  land  redistribution  and  rural  productivity. 

In  Brazil,  the  agricultural  sector  was  neglected  by 
the  state  which  paid  more  attention  to  industrialization 
since  1930.  in  1960,  the  rural  population  constituted  55% 
of  the  national  total  but  earned  only  28%  of  the  national 
income.  The  Brazilian  state  had  postponed  the  integration 
of  the  agrarian  sector  into  the  modern  economy  and  the 
incorporation  of  the  rural  lower  class  into  the  political 
process.  In  the  early  1960s,  increase  in  rural  unrest  and 
the  creation  of  peasant  leagues  brought  a new  sense  of 
urgency  about  the  backward  state  of  Brazilian  agriculture. 
I,and  reform  was  starting  to  be  implemented,  based  on  the 


Average  agricultural  income  was  less  than  half  the  national 
average  and  less  than  20»  of  the  urban  industrial  income. 

Bratil's  agricultural  policies  have  relied  on  market 
incentives  to  achieve  the  expansion  and  modernization  of 
agricultxire  necessary  for  the  country's  continued 
development.  The  aim  of  the  state's  policy  wae  to  exploit 
agricultural  export-surplus  to  finance  industrial 
development.  Some  07%  of  export  earnings  came  from 
agricultural  goods  (mainly  from  coffee  and  cotton)  in  the 
19605.  Agricultural  production  grew  at  5.3%  annually; 
however,  that  was  mainly  attributed  to  the  expansion  of  the 
modern  sector  rather  than  to  the  tradition,  subalstent 

In  Brazil,  much  emphasis  was  placed  on  market 
mechanisms  to  stimulate  agricultural  output  rather  than  to 
redistribute  land.  Several  aspects  concerning  market 
mechanisms  stand  out.  First,  more  investment  in  market 
facilitiee  aimed  at  improving  price  incentives  to  farmers 
and  thus  stimulating  output,  second,  a minimum  price 
program  provided  an  incentive  to  agricultural  production. 
However,  because  of  inflation  and  high  costs,  farm  subsidies 
increased  the  state  expenditure  burden  (Baer,  1978).  Third, 
a massive  increase  in  credits  was  granted  to  agriculture  for 
cultivation  expenses.  Finally,  subsidisation  of  inputs, 
e.g.,  fertilizers  and  farm  machinery,  reduced  the  farmers' 


production 


overall,  these  neasures  were  oriented  towards  not  only 
increasing  production  and  productivity,  taut  also  holding 
down  food  prices  to  urban  consumers.  Yet,  these  neasures 
have  been  mostly  beneficial  to  the  larger  farmers. 
Subsidization  of  inputs  has  helped  increase  nechanization 
and  has  improved  faming  technigues,  which  favored  large 
farms  rather  than  small  ones.  Besides,  the  state  has  paid 
more  attention  to  urban  sectors  than  rural  ones  in  improving 
educational  levels,  and  more  attention  in  industrial  than  in 
agricultural  extension  services  (Looney,  197S;  Grindle, 

1986;  de  Janvry,  1961).  Indeed,  the  increase  of 
agricultural  production  was  largely  due  to  increases  in  the 
amount  of  land  under  cultivation.  Less  than  25%  of  the 
increases  in  agricultural  production  was  attributed  to 
improvements  of  teohnologies  in  yields,  and  more  than  75% 
resulted  from  bringing  new  lands  under  cultivation  (Grindle, 
1966:106).  Rural  education  was  deficient.  A rural 
illiteracy  rate  was  up  to  70%  in  1960,  compared  to  under  40% 
in  urban  areas.  The  deficiency  of  education  in  agricultural 
sectors  has  resulted  in  inefficiency  in  using  new  farming 
methods  for  all  farming  families.  Finally,  improvement  of 
the  land  tenure  system  was  also  neglected. 

The  agricultural  sector  has  made  a modest  contribution 
to  total  economic  development  by  supplying  food  at  a low 
price.  Relative  food  prices  were  somewhat  lover  during  the 
the  1960s.  Like  Taiwan,  Brazil's 


sharply  ii 


agricultural  sector  provided  a substantial  anount  of  capital 
that  had  been  used  by  industry.  Agriculture  was  a way  of 
earning  foreign  exchange.  The  Brasilian  state  oanipulated 
various  system  of  multiple  exchange  rates  to  channel 
agricultural  export  earnings  into  the  industrial  sector. 

This  multiple  exchange  rate  system  discriminated  against 
agricultural  sectors  and  favored  industry  for  the 
importation  of  mechinery  and  equipment.  This  eventually 
hurt  agricultural  output.  Many  large  coffee  producers  have 
Invested  their  earnings  in  the  industrial  sectors,  unlike 
Taiwan  and  Korea,  the  agricultural  sector  in  Brasil  has  not 
provided  an  extensively  wealthy  rural  market  for  the  sale  of 
domestic  industrial  output  due  to  extreme  poverty  in  rural 

Clearly,  industrialisation  in  Taiwan  and  Korea  was 
based  on  the  botton-up  effect  from  agriculture  since  the 
implementation  of  land  reform.  Industrial  development  in 
Brazil  and  Mexico  was  parallel  with  agricultural 
development.  Structural  dualism  existed  not  only  for  the 
division  of  industrial  and  agricultural  sectors,  but  also 
between  the  modern  and  traditional  sectors  in  agriculture. 
Expansion  of  the  modern  agricultural  sector  in  Brazil  and 
Mexico  was  at  the  expense  of  the  traditional  sector,  which 
increased  rural  poverty  and  land  concentration,  which 
aggravated  inequality  of  income  distribution.  A form  of 
capitalist  agricultural  expansion  in  Brasil  and  Mexico  that 


was  profoundly  affscted  by  tbs  global  context  of  dsvelopDsnt 
(Grindle,  1986;  de  Janvry,  1981) . Stats  policies  in  Brazil 
and  Mexico  have  consistently  benefited  t)ie  nodern 
agrioultural  sector  and  that  refomist  efforts  have  been 
constrained  by  the  political  and  economic  power  of  nodern 
agricultural  capitalists. 

Unliica  in  Taiwan  and  Korea,  the  poor  rural  sectors  in 
Brazil  and  Mexico  did  not  offer  a strong  market,  which 
retarded  the  durable-  or  nondurable-consumer  goods  industry. 
Thanks  to  the  successful  land  reforn,  Taiwan  and  Korea 
provided  a productive  agricultural  sector  that  paved  a sound 
foundation  for  the  transition  to  industrialization,  and  both 
states  enjoyed  development  with  equality.  In  contrast, 
Brazil  and  Mexico  experienced  economic  development  with 
inequality,  which  followed  the  failure  of  land 
redistribution  and  rural  poverty.  Moreover,  land  reform  in 
Taiwan  and  Korea  contributed  to  the  increase  of  rural  income 
and  savings,  which  reduced  the  dependence  on  foreign  capital 
and  enabled  the  state  to  mobilize  savings  for  capital 
formation.  In  Brazil  and  Mexico,  the  high  concentration  of 
land  and  income  led  to  a high  concentration  of  savings, 
which  enhanced  the  strength  of  the  agricultural  capitalist 
class  against  the  state's  refomist  agricultural  policies. 
Clearly,  the  Taiwanese  and  Korean  states  had  more  relative 
autonomy  and  capacity  than  the  Brazilian  and  Mexican  statee 
in  implementing  land  reforn  policies. 


state  Policy  Raforn  and 


Capacity  fron  ISI 


Economic  policy  reform  in  the  early  19605  is  a key 
factor  to  explain  export  growth  in  two  regional  KICa.  In 
the  end  of  19906,  East  Asian  and  Latin  American  NICs 
experienced  similar  crises  as  a result  of  the  narrowness  of 
the  domestic  markets.  Yet,  East  Asian  and  Latin  American 
KICs  adopted  different  economic  policies  In  response  to  the 
crises.  The  divergent  economic  policies  can  be  examined 
from  three  angles.  First,  the  global  context  affected 
policy  choices.  Second,  the  growing  income  concentration 
resulted  in  the  insufficiency  of  the  internal  market  that 
affected  policy  decisions  and  development  strategies. 

Third,  different  kinds  of  policy  instruments  have  been 
adopted  to  solve  market  saturation  and  to  continue  economic 

By  the  early  1960s,  when  ISI  showed  signs  of 
exhaustion  in  both  East  Asian  and  Latin  American  KICs, 
further  differences  emergsd,  as  a rssult  of  the  preceding 
different  developaental  strategies.  Export  promotion  policy 
was  implemented  in  East  Asian  NICs  aimed  at  optimizing  the 
efficiency  of  resource  allocation — by  bringing  domestic 
prices  into  greater  conformity  with  world  prices,  correcting 
market  failures,  and  enhancing  the  competitiveness  of 
domestic  firms  vis-a-vis  their  foreign  counterparts. 

Unified  exchange  rates  replaced  the  overvalued,  multiple 


exchange  rates  of  the  ISI  period  and  trade  was  liberalized 
creating  a free  trade  regime  for  exports. 

Latin  American  HICs,  however,  continued  to  follow  ISI 
policies,  In  part  because  of  the  potentials  offered  by  large 
domestic  markets  and  of  the  setback  of  agro-exports.  To 
accomplish  economic  development  and  to  avoid  external 
shocks,  protective  instruments  were  continually  expanded  and 
rationalized.  This  became  increasingly  costly  as  ISI  was 
extended  to  capital-intensive  industries  with  large  optimuia 
scales  of  production.  They  used  quantitative  controls  to 
discourage  the  use  of  imported  inputs  and  overvalued  their 
exchange  rate  to  make  cheaper  those  imports  which  were 
permitted.  Such  policies  retarded  the  growth  of  exports. 

The  early  transition  from  ISl  to  EOI  can  be  understood 
in  terms  of  some  general  constraints,  biases,  aims,  and 
capabilities  of  the  state.  The  state  was  a key  policymaker 
in  the  economy.  The  transition  from  ISI  to  EOI  has  been 
deeply  involved  with  a set  of  factors  that  greatly  increased 
the  state's  ability  to  make  its  policies  independently  from 
pressure  groups.  The  relative  autonomy  and  strong  nature  of 

Latin  American  KICs  where  the  state  was  relatively  weak  and 
sensitive  to  societal  conflicts.  Basically,  a populist 
alliance  among  the  state,  a nascent  national  bourgeoisie, 
and  the  urban  working  classes,  made  it  politically  difficult 


Inport-Substltution  in  HICs 


The  ISI  policies  were  adopted  by  most  developing 
countries  in  the  postwar  period.  Their  aim  was  to  build 

the  domestic  market.  The  stage  of  primary-product  export 
ended  up  with  the  adoption  of  ISI  policies.  Instead  of 
depending  on  primary-product  export  earnings  to  finance 
manufacturing  good  Imports,  ISI  strategies  discriminated 
against  those  imports  that  competed  with  existing  or  nascent 
domestic  industries  and  established  industries  necessary  to 
achieve  self-sufficiency  and  to  produce  these  imported  goods 
domestically. 

The  ISI  policies  of  East  Asian  NIcs  were  not  too 
different  from  those  of  Latin  America  NiCs.  The  ISI  growth 
in  both  regional  NiCs  was  accompanied  by  the  application  of 
import  contrcle,  high  tariff  protection,  overvalued  foreign 
exchange  rates  (in  the  form  of  multiple  exchange  rate 
systems),  subsidised  credit,  and  other  tax  and  fiscal 
incentive  policiee.  Nevertheless,  the  motivation  and 
intention  of  ISI  differed.  The  ISI  regime  in  Taiwan  and 
Korea  aimed  at  bringing  up  domestic  industries  in  order  to 
strengthen  their  national  forces,  reduce  external  threats, 
and  support  a heavy  military  burden.  However,  the  ISI 
regime  in  Brazil  and  Mexico  aimed  at  discriminating  against 


inporCB  and  discouraging  exports  i 
balance  problem,  which  was  baaed  o 
trade  mechanisms  from  1930  to  1950 


an  unequal  exchange  of 
The  impetus  to  I5I  in 


Taiwan  and  Korea  was  also  helped  by  the  lose  of  their 
foreign  market  in  Japan  and  by  the  influx  of  a large 
population  from  Communist  China  and  North  Korea.  External 
constraints  and  internal  pressures  forced  the  Koumintang 
state  (in  Taiwan)  and  Rhea  regime  (in  Korea)  to  adopt  an 
inward- looking  course  to  expand  domestic,  industrial 
capacity.  The  impetus  to  ISI  in  Brazil  and  Hexico  was 
mainly  initiated  by  their  vulnerability  to  external  shocks. 
Taiwan  and  Korea,  basically,  adopted  a mild  form  of  ISI, 


compared  to  a strict  ISI  in  Brazil  and  Hexico  (see  Appendix 

0). 


Moreover,  during  the  ISI  phase,  foreign  firms  were 
absent  in  Taiwan  and  Korea  because  of  their  small  domestic 
markets  and  political  instability.  Brazil  and  Hexico 
discriminated  againet  imports  and  sought  to  produce  those 
imported  goods  domestically.  The  protected  domestic  markets 
benefited  not  only  local  manufacturers  but  also  foreign 
firms,  which  were  attracted  by  the  large  markets  to 
participate  in  the  local  industrialization.  Despite  their 
differences,  they  all  made  great  efforts  to  restrict  imports 
and  to  stimulate  domestic  output  in  order  to  solve  balance- 


r-payment problems. 


and  Econottle  Growth  (1950-1960) 


Taiwan  and  Korea 

Taiwan’s  and  Korea's  exports,  mainly  agriculturally 
related,  had  already  been  partially  developed  during  the 
Japanese  colonial  period.  However,  much  of  the  small 
industries  were  destroyed  during  the  war.  Taiwan’s  economy 
was  baoK  to  the  prewar  level.  The  reconstruction  of 
Taiwan’s  economy  began  In  1949,  following  the  relocation  of 
the  Koumlntang  government  on  the  Island.  Korea’s 
reconstruction  began  In  1953  with  the  end  of  the  Korean  War. 

In  the  1950s,  economic  policies  in  Taiwan  and  Korea 
were  inward-looXing,  with  efforts  to  promote  both  growth 
incentives  in  the  agricultural  sector  as  well  as  import- 
substitution  industrialisation,  Top  priority  was  given  to 
produce  enough  consumer  nondurabies  and  construction 
materials  for  basic  needs.  During  ISI,  economic  development 
in  Taiwan  and  Korea  was  substantial.  The  annual  growth  rate 
of  GDP  was  7.6»  in  Taiwan,  and  5. It  in  Korea.  Manufacturing 
production  had  an  annual  growth  of  13%  in  Taiwan  in  1950- 

American  aid  to  Taiwan  and  Korea  played  an  Important 
role  in  their  economic  development.  Aid  contributed  to 
finance  the  government  budget  deficit,  improve  the 
infrastructure,  provide  available  foreign  exchange  for 


Looney  (1965:2-4.  table  1.1,  1.2). 


to  domestic  productivity.  Finally,  grovth  occurred  in  the 
highly  protected  import-substituted  industries  because  of 
import  controls  and  high  tariff  policies  that  had  helped  the 
growth  of  local  nascent  industries.  Quantity  restriction  of 
imports  prevented  local  infant  industries  from  competing 
with  imported  goods,  with  growth  rates  such  as  lit  in 
manufacturing,  ISI  created  and  expanded  the  private  sector. 
Under  this  protection,  domestic  indigenous  firms  developed 
rapidly  over  the  1950s,  particularly  in  textile,  milling, 
construction,  food  processed,  and  nondurable  consumer  goods. 

During  the  ISI  phase,  Taiwan  and  Korea  enjoyed 
economic  growth,  without  facing  severe  budget  deficits. 

Also,  growth  of  local  induetries  was  based  mainly  on 
domestic  investment  and  excluded  foreign  firms.  The  wealc 
linkage  of  foreign  firms  with  local  industrlalixation 
precluded  their  domination  of  the  national  economy,  as 
different  from  many  less  developed  countries.  The  Inflow  of 
direct  foreign  investment  in  Taiwan  and  Korea  was  very  low 
during  the  ISI  phase,  averaging  $2.5  million  a year  in 
Taiwan  and  none  in  Korea  until  direct  foreign  investment 
began  in  19«2  (Koo,  1985;  Cold,  1988).  The  ISI,  without  the 
threats  of  competition  and  denationalisation  from  the  HNCs, 
created  indigenous  industrialisation.  The  ISI  phase  laid 
the  foundation  for  the  growth  of  the  private  sector. 


encouragement  of  direct  foreign  investment 


purpose  of  absorblnq 


suCficient  capital  for  investsent. 

more  state-owned  enterprises  than  soisll,  local  private 
firms,  because  the  former  accounted  for  a large  portion  of 


attempt  of  nurturing  state-owned  enterprises.  The  growth  of 
state-owned  enterprises  also  increased  the  relative  autonomy 
of  the  state,  which  permitted  more  effective  policy 
implementation.  Taiwan's  and  Korea's  developments  were 
largely  based  on  strong  state-owned  enterprises,  the  dynamic 
leading  sector  in  the  early  development  stage.  State-owned 
enterprises  were  the  backbone  of  industrial  development. 


and  Brasil 

In  the  early  19306,  the  vulnerability  of  primary- 
product  e)cport  economies  was  perceived  by  Brazil  and  Mexico 
in  times  of  international  economic  crisis  (Chirot  and  Hall, 


1982] . The  Great  Depression  had  shown  how  perilous  it  was 
to  rely  on  the  export  of  primary  products.  When  exports 
were  curtailed,  growth  declined.  There  was  little  potential 
for  increasing  the  value  of  primary-product  exports  to 
advanced  countries.  Also,  the  price  of  primary-product 
exports  decreased  by  almost  half  in  the  1930s  [Love,  1980). 


Mexican  export  earnings  were 


able  to  purchase  fewer 


fewer  manufactured  goods.  Brazil 


and  Hexlco  were  doubly  exploited  by  advanced  countries  via 
unequal  exchanqe,  i.e. , exporting  cheap  raw  nateriala  and 
Inporting  expensive  manufactured  goods.  The  Depression 
decreased  further  the  already  cheap  raw  naterial  prices,  a 
key  factor  for  both  states  to  adopt  ISI. 

External  imbalance  led  Brazil  and  Mexico  to  protect 
internal  industry  with  inward- looking  strategies.  The 
measures  consisted  primarily  of  import  restriction  and 
control,  currency  devaluations,  and  purchase  of  surplus 
output.  These  measures,  however,  aimed  more  at  protecting 
the  country  against  external  diseguilibria  than  at 
stimulating  internal  productivity.  The  efforts  to  establish 
autonomous  capitalist  development  and  Industrialization 
actually  began  in  the  1950s. 

Brazil  and  Mexico  entered  the  ISI  phase  earlier  than 
Taiwan  and  Korea  by  one  or  two  decades.  During  the  ISI 
phase.  Brazil  and  Mexico  also  experienced  high  economic 
growth  rates,  with  a annual  rate  of  6%  in  GDP  growth  and  at 
in  manufacturing.  The  impressive  growth  under  the  ISI  phase 
during  the  1940s  and  1950s  can  be  attributable  to  four  major 
factors  (see  Table  5-7] . 

First  of  all,  the  long  period  of  capital  accumulation 

imports  of  selected  capital  goods  and  intermediates,  which 
allowed  to  build  up  domestic,  industrial  sectors  serving  the 
local  market,  second,  easy  foreign  borrowing  allowed  the 


Brazilian  and  Mexican  states  to  undertake  ISI  and  to 
tolerate  the  trade  deficits,  because  of  the  decline  of 
prinary-product  exports  and  the  increase  of  capital  goods 
imports.  Third,  the  entry  of  HMCs  in  import-substitution 
accelerated  the  growth  of  manufacturing.  The  significance 
of  KNCs'  activities  in  Brazil  and  Mexico  was  due  to 
attraction  of  the  large  and  protected  domestic  markets  under 
ISI.  Finally,  ISI  policies,  such  as  protection  and  fiscal 
and  financial  support  to  industries,  benefited  local 
manufacturers  and  allowed  local  firms  to  expand  their 
production  capacity. 

Policy  Reform  and  Economic  Performance  tl960-1972l 

The  contrast  in  economic  performance  between  Taiwan 
and  Korea  versus  Mexico  and  Brazil  became  evident  after 
1960,  especially  the  performance  in  export  growth  and  GDP 
growth.  From  1960  to  1973,  real  GDP  increased  by  9.2%  and 
8.6%  per  year  in  Taiwan  and  Korea,  respectively,  compared  to 
5.4%  and  7.0%  in  Brazil  and  Mexico,  respectively.  Average 
annual  growth  in  export  was  24.5%  and  35.2%  in  Taiwan  and 
Korea,  respectively,  compared  to  a mere  5.1%  and  2.8%  in 
Brazil  and  Mexico  (see  Table  5-7) . From  1960  to  1966, 
annual  growth  in  manufacturing  output  increased  by  12.3%  and 
13%  a year  in  Taiwan  and  Korea,  respectively,  compared  to 
7.3%  and  4.5%  in  Mexico  and  Brazil;  and  from  1966  to  1973, 
the  corresponding  yearly  growth  rates  were  22%,  21%,  6.4%, 


and  11. St  in  Taivan,  Korea,  Mexico,  and  Brazil, 
respectively. 

Export  pertonaance  in  Taiwan  and  Korea  wae  nuch  better 
than  Mexico  and  Brazil  in  the  1960s,  following  the  end  of 
the  easy  ISI.  As  Table  5-e  shows,  during  the  19506, 
exporting  perfomance  in  Taiwan  and  Korea  was  not  nuch 
different  from  that  in  Brazil  and  Mexico.  In  1955,  share  of 
exports  in  GDP  wae  at  in  Taiwan  and  2t  in  Korea,  conpared  to 
9t  in  Brazil  and  17t  in  Mexico.  The  share  of  agricultural 
exports  to  total  exports  in  1950  was  92t  in  Taiwan  and  82t 
in  Korea,  compared  to  S4t  in  Mexico  and  97t  in  Brazil.  The 
share  of  manufactured  exports  to  total  exports  in  1950  was 
8%  in  Taiwan  and  6t  in  Korea,  compared  to  St  in  Mexico  and 
It  in  Brazil.  In  1970,  howeveer,  the  share  of  exports  in 
GDP  increased  to  37t  in  Taiwan  and  to  I4t  in  Korea,  compared 
to  St  in  Mexico  and  7t  in  Brazil.  The  share  of  manufactured 
exports  to  total  exports  increased  to  77t  in  Taiwan  and  75t 
in  Korea,  compared  to  30t  in  Mexico  and  lot  in  Brazil.  The 
share  of  agricultural  exports  to  total  exports  dropped  to 
23t  in  Taiwan  and  22t  in  Korea,  compared  to  75t  in  Brazil 
and  Mexico.  The  apparent  differences  and  changes  in  the  two 
regional  NICs  were  reflected  in  two  ways.  One,  Taiwan  and 
Korea  increased  more  rapidly  in  export  volume  than  Brazil 
and  Mexico  since  i960,  second,  Taiwan  and  Korea  increased 
rapidly  in  their  share  of  manufactured  goods  in  exports  and 
sharply  decreased  in  their  share  of 


agricultural  products. 
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during  the  1950s?  one  needs  to  examine  what  has  been  done 
in  the  two  regional  KICs  to  raise  economic  growth.  The 
major  reason  can  he  attributed  to  Taiwan's  and  Korea's 
switch  from  an  ISI  to  an  SOI  strategy  that  is  compatible 
with  the  world's  economic  recovery.  However,  Brazil  and 
Mexico  continued  to  carry  out  ISI  policies.  Two  questions 
are  raised  concerning  the  switch  of  ISI  to  BOI.  First,  what 
propelled  Taiwan  and  Korea  to  quiokly  drop  ISI  within  a 
decade  and  to  adopt  SOI  strategies?  Second,  what  economic 
policies  were  Implemented  by  the  Taiwanese  and  Korean  states 
to  achieve  export  growth? 

Push  factors  from  ISI  to  EQI 

Why  did  Taiwan  and  Korea  exit  from  ISI  so  early, 
unlike  Brazil  and  Mexico?  There  are  several  reasons  for 

1.  Market  saturation.  As  Industrial  production 
expanded,  the  domestic  market  for  textile,  wood  products, 
and  rubber  goods  gradually  became  saturated.  Price  wars 
ensued.  Investment  was  sluggish.  The  utilization  rates  of 
the  industrial  capacity  were  low.  The  ISI  was  having 
deleterious  spread  effects.  By  the  late  1950s  and  early 
l9eos,  it  appeared  that  the  easy  phase  of  ISI  had  been 
exhausted.  Taiwan  and  Korea  were  unlikely  to  regain  their 
growth  without  a major  reorientation  of  the  economy  toward 
export  markets  (Ho,  1978;  Lin,  1973;  Luedde-Neurath,  1988; 
Haggard,  1990). 


domestic  production 


In  Tsiwsn,  by  1954,  the  ratio  of 
to  the  total  supply  was  94, 4t  in  textiles  and  apparel  and 
99.1%  in  food-processing  industries  (Lin,  1973:66],  By  the 
late  1950s,  Taiwan  had  completed  ISI.  Given  the  small  site 
of  its  market,  Taiwan's  growth  slowed  down.  Industrial 
growth  rates  decreased  sharply  from  32,7%  in  1954  to  1.3%  in 
1956  {Using,  1971:274).  Like  Taiwan,  Korea  completed  the 
easy  phase  of  151  in  the  early  1960s,  Korea's  industrial 
growth  rate  decreased  from  22.8%  in  1955  to  9.2%  in  1959  and 
to  3.1%  in  1961  (Mason  et  al.,  1980:96).  Because  of  a 
limited  domestic  mar)cet,  a bias  against  exports,  and 
dependence  on  imported  capital  and  intermediate  goods,  there 
were  balance-of-payment  problems  and  sluggish  economic 
growth  rates.  The  GNP  growth  rate  decreased  sharply  from 

loanufacturing  decreased  from  14%  in  1954-1959  to  5.6%  in 


2.  Poor  natural  endovaent  and  small  market.  Unlike 
Brazil  and  Mexico,  Taiwan  and  Korea  had  a poor  natural 
endowment  so  that  a development  strategy  based  on  the  use  of 
natural  reeourcss  was  not  conceivable.  In  addition,  Taiwan 


and  Korea  suffered  from 
a smaller  potential  for 


strong  population  pressures  a 


expanding  primary  expoirts. 


Promoting  manufactured  exports 


r- intensive 


industry  was  a must  (Kim,  1985;  Haggard,  1990;  Lin,  1973; 

Ho,  197S;  Little,  1979;  Hamilton,  1986). 

3.  The  deficiency  of  a muitipie  exchange  rate  system. 
The  overvaluation  of  the  exchange  rate  was  carried  at  the 
expense  of  productive  activity.  In  the  1950s,  Taiwan  and 
Korea  employed  a system  of  overvalued  multiple  exchange 
rates  (Lin,  1973;  Haggard,  1990;  Hamilton,  1966).  The 
exchange  rates  for  exports  were  generally  lower  than  those 
for  imports.  In  Taiwan,  in  1955,  the  exchange  rates  for 
exports  ranged  from  HT518.55  per  u.s.  dollar  for  salt  to 
NTS28.99  for  some  exports  by  private  enterprises,  while  the 
rates  for  imports  in  the  same  year  ranged  from  HT$24.78  for 
raw  material  and  foods  to  NT$35,S8  for  finished  consumer 
goods  (Lin,  1973:77;  Ho,  1978;  Alam,  1989)^^.  Clearly, 
the  overvaluation  on  exports  hurt  agricultural  and 
manufacturing  exports,  making  then  less  competitive. 
Agricultural  and  manufactured  products  had  higher  profits  in 
the  domestic  market  rather  than  in  the  world  market. 

Unlike  Taiwan,  but  like  both  Brasil  and  Mexico,  Korea 
overvalued  its  exchange  rate  for  imports  and  devalued  it  for 
exports.  The  Korean  official  rate  of  foreign  exchange  was 

exports  and  imports  were  136  wons  and  83  wens  per  U.S. 
dollar,  respectively.  The  effective  exchange  rates,  as 
adjusted  by  the  purchasing  power  parity  for  official  cates. 


exports,  and  isports  in  195 
per  U.S.  dollar  (Hestphal  a 


exchange  rates  for 
were  quite  high,  bv 
increased  faster  t^ 

aultiple  exchange  i 

intermediate  goods, 


exports  in  the  1, 
It  export  growth  \ 
ten  exports.  The 


a 1950s  and  early  I960 
5 sluggish.  Imports 
alue  of  imports  wae 


: of  exports  (Hamilton,  1906) . The 
'ate  system  appreoiated  for  imported 
depreciated  for  imported  capital  and 
This  is  a typical  import 


substitution  multiple  exchange  rate  system.  Korean 
industrialisation  was  dependent  on  imports  that  were  heavily 
supported  by  U.S.  aid.  The  1964  reform  reduced  the  gap 
between  the  official  and  the  effective  rates  as  well  as 
between  export  and  import  rates.  Exchange  rates  were 
unified  and  that  set  the  path  to  SOI.  (See  Appendix  A) 

4.  The  impact  of  American  AID  (Agency  for 
International  Development} . American  AID  played  a decisive 
role  in  Taiwan's  and  Korea's  economic  development  in  two 
ways:  aid  and  advice  on  economic  reform.  The  American  AID 
forced  Taiwan  to  adopt  a 19-point  program  of  economic  and 
social  reform,  and  Korea  to  agree  to  a series  of 
stabilisation  programs  as  a condition  for  continuing  aid. 

The  AID  also  forced  Taiwan  and  Korea  to  reduce  import 


controls,  unify  foreign  exchange  rates,  encourage  exports, 
and  refom  fiscal  and  monetary  policy.  These  factors,  as  a 
result,  pushed  Taiwan  and  Korea  towards  EOI  (Hsing,  1971; 
Jacoby,  1966;  Kin,  1965).  The  AID  had  been  advising  Taiwan 
and  Korea  on  econonic  matters  during  Che  I5I  and  largely 
financed  Taiwan's  and  Korea's  budgetary  deficits  and 
inports.  As  aid  began  to  decline  in  the  late  19S06,  Taiwan 
and  Korea  had  to  find  a source  of  foreign  exchange  to  solve 
their  balance-of-payoent  problems.  The  EOT  was  used  to 
attract  foreign  investment  capital  as  a substitute  for  the 
decline  of  aid  supply. 

5.  Government's  commitment  to  economic  development. 

The  Taiwanese  and  Korean  states  have  faced  external  threats 
from  Conmuniet  China  and  North  Korea.  Economic  devslopnent 
was  viewed  as  a means  to  raise  Taiwanese  and  Korean  living 
etandarde  to  achieve  social  and  political  stability  and  to 
support  vast  military  expenditures.  The  EOI  wae  seen  as  a 
means  to  sustain  high  rates  of  econonic  growth. 

6.  Etate  autonomy  from  sacisty.  The  strong  Taiwanese 
and  Korean  states  were  able  to  make  their  own  policy  without 
overwhelming  pressure  from  the  social  classes  involved. 

This  allowed  both  states  to  lead  their  economic  development 
more  effectively. 

For  these  reasons,  the  economy  In  Taiwan  and  Korea 
reached  a turning  point  and  reguired  change.  Therefore,  a 
set  at  policy  reforms  was  initiated,  which  created  a 


favorable  environnent  for  encouraging  exports.  The  so- 
called  export-led  industrialisation  began  to  take  place. 

Unlike  Taiwan  and  Korea,  Brasil  and  Mexico  were  in 
search  of  a new  secondary  ISI  instead  of  export  probotion. 

In  the  ISI  phase,  Brasil  and  Mexico  Inplemented  stricter  and 
longer  inport-substitution  neasures  than  Taiwan  and  Korea. 

In  the  late  IBSOs,  Brasil  and  Mexico  intensified  protection 
and  switched  to  the  inport-substitution  of  capital  and 
durable  consuner  goods  in  the  ealy  1960s.  The  nove  to 
secondary  ISI  led  Brazil  and  Mexico  to  concentrate  on  more 
capital-intensive  and  skilled-labor  strategies  instead  of 
using  more  labor-intensive  strategies  for  export  promotion 
that  took  place  in  Taiwan  and  Korea  (Banis  and  Orrock, 

The  choice  between  capital  and  labor  intensive 
strategieswas  determined  by  the  distortion  of  interest  rates 
and  incentives  for  investment,  as  well  as  higher  wage  rates. 
Real  interest  rates  remained  low  in  Brazil  and  Mexico  to 
encourage  more  investment.  By  contrast,  Taiwan  and  Korea 
inplemented  high  interest  policies  (the  real  rate  went  to 

development  and  controlled  inflation  as  well  (Kuo,  1983; 
Hamilton,  1986) . Also,  the  financial  and  fiscal  incentives 
for  imported  capital  goods  and  effective  protection  in 
Brazil  and  Mexico  allowed  capital-intensive  development, 
since  their  domestic  market  was  saturated  by  the  production 


of  primary  nondurabla  consunar  goods.  Horeovar.  a caplPal- 
intansiVB  strategy  could  avoid  the  impact  of  high  waga  rata 
and  could  reduce  labor  conflicts.  Since  the  political 
backing  for  ISI  resulted  from  a populist  alliance  between 
the  state,  labor  union,  and  local  capitalists,  high  wage 
rates  were  guaranteed. 

with  their  earlier  start  of  industrialization,  rich 
natural  resources,  and  higher  GHP  per  capita,  Brazil  and 
Hexico,  during  the  19508  initial  ISI,  enjoyed  growth  rates 
that  were  as  high  as  those  in  Taiwan  and  Korea.  Because  of 
success  in  import-substituted  industrialization,  Brazil  and 
Hexico  were  reluctant  to  implement  any  further  measures  from 
ISI  to  EOI.  By  the  end  of  1950s,  Brazil  and  Mexico,  like 
Taiwan  and  Korea,  were  close  to  the  supposed  exhaustion  of 
ISI  for  nondurable  consumer  goods,  and  yet,  that  only 
slightly  slowed  down  their  economic  growth  in  the  early 
1960s.  By  1964,  imported  nondurable  consumer  goods 
constituted  1.69  of  the  domestic  supply,  compared  to  over 
609  in  1949.  The  share  of  imported  intermediate  and  capital 
goods  in  the  total  domestic  supply  for  Brazil  decreased  from 


respectively,  and  for  Mexico  they  decreased  from  24.59  and 
55.1%  in  1950  to  17.39  and  44.39  in  1960,  respectively 
(Graham,  19B2:23). 

That  Brazil  and  Mexico,  unable  to  shift  to  EOI, 
ccntinusd  to  emphasize  ISI  can  be  accounted  for  by  several 


Interests  vested  ii 


import  substitution.  Since  the  I5I  was  supported  by  the 
populist  alliance  between  the  state,  labor  union,  and  local 
bourgeoisie,  both  the  Brazilian  and  Mexican  state  found  it 
politically  difficult  to  change  the  direction  and  strategy 
of  development.  Second,  Brazil  and  Mexico  sustained 
substantial  growth  rate  during  the  I5I  phase;  there  were 
high  risks  ih  changing  direction.  Third,  both  states 
experienced  the  vulnerability  cf  export  promotion  and  import 
difficulties  during  the  1920s  and  1930e  and  during  the  wars. 
They  had  abandoned  export  promotion  for  151.  Throughout  the 
1950s,  the  policy  of  ISI  proved  superior  to  export  promotion 
and  this  euperority  was  Inprinted  in  their  minds.  Fourth, 
both  states  possessed  large  domestic  markets  that  allowed 
ISI  to  develop  deeply  and  widely.  This  delayed  by  decades 
the  adjustment  of  development  policies  in  Brazil  and  Mexico. 
Finallyf  foreign  exchange  shortages  served  as  an  impetus  to 
continue  and  expand  ISI  in  durable  consumer  goods  for  local 
consumption,  rather  than  in  intermediate  end  capital  goods 
(Banie  and  Orrock,  19B6;  Felix,  1989) . 

Export  promotion  and  state  oellcv  reform 

In  Taiwan,  before  1958,  the  state  development  etrategy 
had  primarily  an  ISI  orientation,  by  means  of  which  domestic 
nascent  industries  were  highly  protected  by  tariffs  and 
quantitative  restriction  on  imports.  By  1958,  production 
from  the  protected  ISI  industry  of  nondurable  consumer  goods 


saturated  the  domestic  market.  Industrlalitatlon  slowed 
down.  Like  Taiwan,  Korea  experienced  a similar  situation. 

By  1960,  the  domestic  market  was  exhausted.  In  Taiwan,  the 
development  strategy  was  immediately  changed  to  stress 
export-led  growth  in  1958.  The  Korean  state,  unlike  the 
Koumintang  state  in  Taiwan,  did  not  respond  as  quickly  to 
the  situation  and  did  not  change  policies  until  the  military 
regime  led  by  Park  Chung-hee  took  over  in  1962.  Outward- 
looking  strategy  was  emphasised.  In  Taiwan  the  transition 
period  was  from  1958  to  1962  and  that  in  Korea  was  from  1962 


Policy  reform  in  Taiwan  and  Korea  drove  both  countries 
to  EOI.  Both  states  realised  that  they  should  exploit  the 
comparative  advantages  of  labor-intensive  industry,  seek 
broad  foreign  markets  for  export  goods,  and  bring  up  their 
industrial  efficiency.  Policy  reorientation  was 
instrumental  in  the  emergence  of  Taiwan's  and  Korea's 
export-led  growth  in  the  1960s.  Exporting  in  both  states 
was  viewed  as  a means  rather  than  as  an  objective.  Export- 
led  growth  was  brought  into  improve  trade  balance  and  earn 
foreign  exchange.  Policy  reorientation  for  promoting 
exports  was  characterized  ae  trade  liberalization,  but  not 

In  Latin  American  NICs,  by  contrast,  the  primary  phase 
of  151  was  followed  by  a secondary  phase  of  ISI.  It  was 
promoted  with  protective  instruments  of  the  first  phase  and 


was  continually  inteneifled  and  catlonalized.  Braiil  and 
Mexico  did  not  dramatically  reorient  their  devalopnental 
strategy  or  reform  the  incentive  system  in  the  direction  of 
export  promotion  ae  Taiwan  and  Korea  did.  Instead,  Brazil 
and  Mexico  continually  carried  out  a series  of  high  tariff 
strategies  and  subsidy  policies  to  protect  and  encourage 
domestic  consumer  durables  and  machinery  industries,  which 
forced  exports  out  of  the  protected  sector  and  created  a 
bias  against  exports. 

High  rates  of  growth  in  Brazil  and  Mexico  continued 
under  the  secondary  ISI  phase;  however,  they  slowed  in  197} 
as  the  first  oil  crisis  occurred.  The  growth  cane  not  from 
"horizontal"  market  expansion,  but  from  vertical  integration 
(backward  linkages)  of  market  expansion  (Haggard  and  Moon. 
1983).  Thanks  to  their  large  domestic  markets  and  plentiful 
natural  resources,  Brazil  and  Mexico  did  retain  high  growth 
rates.  The  macroeconomic  performance  and  policy  of  ISI 
moved  Brazil's  and  Mexico's  economies  further  end  further 
away  from  free  trade  and  EOI  and  deteriorated  their  terms  of 
trade.  By  contrast,  as  Taiwan  and  Korea  had  exhausted  the 
possibility  of  rapid  growth  through  primary  ISI  of 
nondurable  ccnsurmer  goods  and  intermediate  inputs,  the 
secondary  ISI  of  durable  consumer  goods  and  machinery  was 
rejected.  The  reasons  were  small  domestic  markets  and 
shortage  of  foreign  exchange,  insufficient  for  the 


15.55  fper  u.s.  dollar)  to  NTS  24.58  buying  and  NTS  24. 
selling  (Lin,  1973:77).  The  exchange  rate  increased  for 
exports  of  private  enterprises  from  NTS  25.53  (per  U.S. 
dollar)  in  1957  to  NTS  39.73  in  l9eo  (Lee  and  Liang,  1980). 
In  Korea,  in  1954,  the  government  devalued  the  official 
exchange  rate  from  130  wons  to  25£  vons  per  U.S.  dollar. 

The  nominal  effective  exchange  rates  for  imports  have  been 
close  to  those  for  exports,  i.e.,  263.7  wons  per  U.S.  dollar 
for  exports  and  247  wons  per  U.S.  dollar  for  imports 
(westphal  and  Kim,  1977) . The  sharp  change  in  exchange 
rates  is  also  shown  in  Figure  5-3.  The  devalued  and  unitary 
exchange  rate  encouraged  exports  (see  Figures  5-4  and  5-5) . 

In  Bratil  and  Mexico,  imports  were  considered  as  an 
essential  subject  of  the  multiple  exchange  rate  system. 

This  system  was  more  flexible  on  the  import  than  on  the 
export  side.  It  favored  imported  capital  and  intermediate 
goods  and  some  selected  industries.  The  application  of  the 
system,  as  in  Taiwan  and  Korea  during  ISl,  acted  as  a great 
disincentive  for  exports.  The  relationship  between  exports 
and  real  exchange  rates  are  shown  in  Figures  5-6  and  5-7, 

At  the  end  of  the  1950s  when  Brazil  and  Mexico  reached 
the  exhaustion  of  151,  multiple  exchange  rates  were  no 
longer  considered  as  instruments  to  cope  with  balance-of- 
payment  problems.  In  Brazil,  the  exchange  system  had  been 
changed  several  times  since  1945:  a fixed  exchange  rate  in 
1945-1953,  multiple  exchange  system  in  1953-1961,  floating 
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Figure  5-4  Real  Exchange  Rates  and  Ratio  of  Export 
to  Import,  Taiwan,  1950-1970 
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rate  in  1961-1963,  and  multiple  exchange  rate  again  after 
1964  (Simonsen,  1998).  The  multiple  exchange  rate  adopted 
in  1964,  when  the  military  regime  was  in  power,  remained 
overvalued  for  importing  raw  materials,  capital  goods,  and 
certain  eeeential  consumer  goods;  however,  it  was  simpler 
than  the  previous  one.  The  rate  for  exports  was  devalued, 
with  a crawling-pegged  system.  Import  duties  were  reduced 
in  1966  and  subsidies  were  provided  for  the  export  of 
manufactures  in  1969.  Not  to  mention  the  strict  import 
controls,  the  outward- looking  growth  policies  seemed  much 
emphasized  by  the  military  regime  and  created  the  so-called 
"Brazilian  miracle" — from  1966  to  1973  with  an  annual  gross 
domestic  product  growth  rate  of  10%  (Figure  5-3  and  5-6} . 

Mexico  had  a fixed  nominal  rate  from  1950  until  1975. 
As  Figures  5-3  and  S-7  show,  the  real  exchange  rate 
appreciated  slowly  but  continuously  (Cardoso  and  Levy, 

1968} . The  fixed  exchange  rate  was  consistent  with  the 
fiscal  and  monetary  policies  that  tended  to  stabilize  prices 
and  control  inflation.  Essentially,  the  fixed  multiple 
exchange  rate  system  favored  imports  and  discriminated 


3.  High  interest  rate  policy.  Taiwan  and  Korea 
revised  the  low  interest  rate  policy  upward  to  control 
inflation.  The  nominal  rate  of  interest  was  drastically 
raised  to  about  30%  above  the  inflation  rate  (Kuo,  1963; 
Choi  and  Lee,  1990).  A high  rate  of  ihterest  policy  helped 


to  control  inflation  and  also  enoouragod  domestic 
savings. Hith  inflation  under  control,  market  prices 
were  stabilized.  This  was  one  factor  to  "get  the  price 
right,"  to  increase  competitiveness  in  the  world  market. 

High  interest  rates  stimulated  domestic  savings  that 
obviated  monetary  expansion,  provided  the  capital  for 
investment,  and  eliminated  the  demand  for  imported  goods. 

All  these  effects  were  conducive  to  a transition  to  EOT 
(Fei,  1986) . By  contrast,  Brazil  and  Mexico  adopted  a low 
interest  rate  policy  to  stimulate  investment.  The  low 
interest  rate  generally  caused  low  savings,  high 
consumption,  and  monetary  expansion.  The  excessive  increase 
in  monetary  expansion  to  sustain  economic  growth  eventually 
brought  in  inflation  problem,  (see  Appendix  B) 

3.  Tariff-rebates.  The  tariff-rebate  scheme  in  Taiwan 
and  Korea  was  devised  to  favor  exports,  not  imported 
consumer  goods.  Exports  were  further  encouraged  by  two 
important  measuree:  fiscal  and  financial  incentives.  Fiscal 
incentives  included  tax  exemption  for  exports  and  import 
duty  rebates  for  industrial  exports.  Tax  rebates  on  exports 
were  effective  in  reviving  them.  Ko  export  duty  was 
imposed.  Import  duties  on  raw  materials  and  intermediate 
and  capital  goods  for  use  in  the  production  of  exports  were 
also  reduced  to  a low  rate. 


Exporting  industries  were  provided  financial 
incentives,  i.e.,  subsidized  credits  and  loans  for  exports 
at  preferential  interest  rates  that  were  usually  lower  than 
the  market  rate.  Cheaper  loans  for  exporters  and 
concessional  credits  encouraged  the  progress  of  exporting 
firms  (Scott,  1979;  Kim,  19B5) , Besides,  exporters  were 
given  the  automatic  right  to  import  their  inputs  duty-free, 
and  high  wastage  allowance  subsidies. 

By  contrast,  in  Brazil  and  Mexico,  given  the  strong 
anti-export  bias  of  the  trade  regime,  nontradltlonal  exports 
were  not  growing.  Export  duty  was  introduced  and 
indiscriminate  protection  was  applied  to  consumer  goods. 
Intermediate  goods  were  given  free  import  duty.  This 
strategy  attracted  foreign  direct  investment,  subsidies  and 
tax  exemptions  were  merely  for  reinvesting  profits  as  well 
as  for  promotion  of  ISI.  hll  of  these  furthered  the 
development  of  ISI. 

«.  Import  liberalisation.  Tariff  protection  was 
reduced  for  all  commodity  items  and  quantitative 
restrictions  were  eased.  Tariff  rates  for  consumer  goods 
were  higher  than  those  for  intermediate  and  capital  goods. 
Foreign  exchange  controls  were  no  longer  allocated  by  quotas 
according  to  import  category  (Wade,  1988;  Lin,  1973;  Scott, 
1979;  Kim,  1985).  Imports  for  use  in  export  production  were 
approved  a great  deal  more  liberally  than  other  imports. 
Actually,  these  conditions  for  import  r 


conspicuously  changed  in  the  1960s  for  all  imported  items. 
Import  controls  continued  with  few  fundamental  changes  until 
1970.  After  1970,  Taiwan  and  Korea  then  became  free-trade 
regimes  and  import  liberalization  was  in  effect  (Balassa, 
1969;  Lin,  1973;  Kim,  198S) . In  contrast,  in  Brazil  and 
Mexico,  the  high  tariff  strategy  and  quantitative 
restriction  on  imports  were  Kept,  producing  a vertical 
industrial  sector  with  strong  economic  and  political 
interests  in  maintaining  protection.  The  indiscriminate 
over-protection  for  the  producers  of  consumer  goods  induced 
foreign  investment  aimed  at  domestic  markets,  not  at 
exports.  High  tariffs  increased  the  cost  of  imports.  In 
order  to  compensate  for  that  cost,  the  exchange  rates  were 
overvalued. 

9.  The  esCabiishment  of  export-processing  zones 
{EPZeJ . The  policy  transition  in  Taiwan  and  Korea 
encouraged  private  capital  for  investment,  both  domestic  and 
foreign.  The  statute  for  Encouragement  of  fnvestjnent  in 
Taiwan  and  the  Foreign  Investment  Encouragement  Law  in  Korea 
were  enacted  for  promoting  exports,  which  provided  tax 
exemptions  and  deductions  for  exports,  provided  an  income 
tax  holiday,  subsidized  export  credits  and  loans,  and 
accelerated  depreciation  allowances  for  the  fixed  assets  of 
major  export  industries  (Li,  1966;  Amsden,  1989 


I;  Alschuler, 


The  eetablishnent  ot  export-processing  zones  was  the 
application  of  such  preferential  investnent  incentives.  It 
was  innovative  for  its  emphasis  on  production  for  exports,  a 
device  to  foster  labor-intensive  manufactured  exports.  The 
transaction  in  these  zones  was  definitely  liberal  which 
became  an  important  element  in  Taiwan's  and  Korea's  export- 


oriented  growth, 
privileges  and  ta 


Firms  in  these  zones  enjoyed  all 
K incentives.  Customs  duties,  oonmcdity 
taxes,  and  sales  taxes  were  not  imposed.  These  Zones  in 
Taiwan  were  open  to  domestic  investors,  while  Korea  did  not 
permit  domestic  investors  to  join.  Kevertheless,  in  both 
states,  the  establishment  of  an  export-processing  zone 
increased  employment  opportunities  and  export  earnings  and 
motivated  domestic  producers  far  exports. 

Brazil  and  Mexico  also  attempted  to  attract  direct 
foreign  investment.  High  protection  policies  were 
attractive  foreign  investment.  Foreign  investors  were 
allowed  to  import  capital  equipment  without  the  need  for 
exchange  cover.  Export  minimum  was  not  required  in  exchange 
for  duty-free  imports.  Investment  was  deemed  to  be 
desirable  for  the  development  of  domestic  industries,  but 
mainly  for  the  local  market  rather  than  for  the  external 
one.  This  generated  an  obstacle  to  export  performance  with 
direct  foreign  investment  and  domestic  industrialization. 

Overall,  these  fundamental  policy  reforms  were  linked 
to  the  emergence  of  EOl  and  economic  growth.  Keo-classic 


economists  have  argued  that  these  reforms  in  Taiwan  and 
Korea  achieved  the  near-equilibrlun  level  of  exchange  rates 
and  interest  rates  that  helped  to  get  the  price  right 
(Scitovsky,  1906;  Balassa,  1978;  Amsden,  1989).  Other  than 
these,  three  other  factors  were  also  important  in 


determining  t 


was  that  both  Taiwan  and  Korea  states  effectively  controlled 
labor  activities  and  wage  rates.  Strong  labor  unions  were 
not  allowed.  The  strong  state  with  weak  labor  organizations 
in  Taiwan  and  Korea  constituted  a unique  development 
pattern,  which  distinguished  them  from  Brazil  and  Mexico 


organizations. 

Second,  the  good  timing  of  the  shift  to  BOX  during  a 
period  of  rapid  growth  in  world  trade  and  investment  allowed 
Taiwan  and  Korea  to  continue  developing.  In  the  1960s, 
there  was  an  abundance  of  capital  and  fewer  trade  barriers 
as  the  world  economy  recovered.  Well-made  labor-intensive 
goods  could  find  a niche  In  foreign  markets.  The  move 
towards  EOT  was  based  on  the  unprecedented  growth  in  world 


the  world  "product  cycle"  that  was  followed  by 
' direct  foreign  investment  because  of  high  wage 
developed  states  (Haggard  and  Chen,  1987)  . 


and  advantage 


value  added  in  exporta.  HithouC  other  new  competitors, 
Taiwan  and  Korea  accelerated  their  exports  and  shifted 
SDOothly  from  ISI  to  EOI. 

At  end,  it  must  be  clarified  that  the  extent  of  import 
liberalization  occurred  in  Taiwan  and  Korea  in  the  1960s  was 
enhanced,  but  it  was  still  insignificant.  Rather,  it  was 
simply  a managed  liberalization,  states  in  Taiwan  and  Korea 
were  actively  intervening  in  domestic  industrialization  and 
external  economic  relatione.  The  planning  economic  and 
industrial  policies  were  the  fora  of  state  intervention  to 
direct  economic  development,  even  though  import 
liberalization  set  free  the  quantitative  restriction,  its 
impacts  were  limited  by  several  measures.  For  example, 
import  liberalization  was  otastacled  by  the  maintenance  of 
tight  foreign  exchange  controls.  Also,  both  states  imposed 
high  custom  duty  lawe  on  the  majority  of  import  items,  which 
reduced  domestic  demands.  As  a result,  it  reduced  trade 
deficits  and  then  the  balance  of  payment  problem. 

The  shift  in  policy  certainly  not  implied  that  Taiwan 
and  Korea  became  a free-trade  state  and  pursued  market 
mechanism.  Indeed,  both  states  approached  a pragmatic 
strategy  with  a mixture  of  market  and  non-market  forces. 

With  their  industrial,  financial,  fiscal,  and  foreign  trade 
policy  instruments,  Taiwan  and  Korea  appeared  great  state 
intervention  and  capacity  to  approach  economic  growth. 


CHAPTER  6 

STATS  POLICY  AMD  ECONOMIC  DEVELOPMENT  (1970-198S) 


State  Policy  and  External  Shocks: 


Even  though  both  regional  Mice  retained  high  eoonoitie 
growth  in  the  period  of  1950  to  197J,  there  ie  a remarkable 
difference  between  them.  Taiwan  and  Korea  switched  from  ISI 
to  SOI  after  i960,  whereas  Brazil  and  Mexico  continued  and 
intensified  ISI.  Divergent  devslopmental  strategies 
resulted  in  different  export  performances  of  two  regional 
KICs,  which  became  the  key  element  in  determining  their 
economic  development  in  the  period  of  1970  to  1966.  In 
other  words,  the  basic  difference  in  developmental 
strategies  between  the  two  regional  HICs  is  the  difference 
in  the  quality  of  domestic  policies,  reacting  to  external 
shocks  in  1973-1974  and  1979-1980.  Development  strategy  and 
choice  of  overall  policies  generated  a pattern  of  economic 
development  in  Taiwan  and  Korea  different  from  that  in 
Brazil  and  Mexico  (see  Appendix  0).  The  quality  of  economic 
policies  reflected  the  degree  of  state  capacity  coping  with 
economic  problems  and  bringing  about  economic  growth. 

The  inflation  rate  is  the  intervening  variable,  which 
is  caused  by  the  inefficiency  of  the  implemantation  of 


to  examine  the  relation  between  economic  policies  and 
economic  growth,  the  inflation  rate  is  an  important 
indicator.  It  must  be  clarified  that  inflation  or 
disinflation  was  not  the  major  economic  mechanism  in 
determining  economic  development  or  stagnation  (Harberger, 
1988:193).  Rather,  it  was  in  itself  a symptom  of  a general 
economic  misadjustment  and  mismanagement  of  eoonomic 
strategy.  The  economic  condition  in  inflation  and 
disinflation  ie  crucial.  Two  facts  need  to  be  highlighted. 
First,  the  failure  of  inflation  stabilization  would  lead  to 
economic  stagnation,  second,  the  mismanagement  of  economic 
policies  would  result  in  rapid  inflation.  The  extent  of 
inflation  can  be  seen  as  an  Indicator  of  state  capability 
and  performance  on  economic  growth.  Economic  growth  has 
been  largely  determined  by  inflation  control  accompanied  by 
an  efficient  manipulation  of  economic  policies,  such  as 
exchange  rates.  Interest  rates,  wage  rates,  and  fiscal  and 
monetary  measures.  These  policies  will  be  discussed  in  the 


following. 

The  East  Asian  HICs  differed  from  Latin  American  Nice 
in  economic  performance,  which  was  crucially  ascribed  to 
control  of  rapid  inflation.  As 


Figure  6-4  growth  and  Inflation  Rataa, 
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Figure  6-6  Growth  aad  Inflation  Ratee, 
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Figure  6“'7  Growth  and  Inflation  Rates, 
Mexico,  1950-1988 


and  a stable  inflation  is  conducive  to  econoDic  developnent. 
The  pursuit  of  price-etabilitation  haa  been  conducive  to 
sustaining  real  growth  rates  and  incomes.  Stable  dooeatic 
prices  benefited  trade  in  line  with  the  real  comparative 
advantage  that  increased  international  comparativeness.  By 


contrast,  persistent  inflation  has  resulted  in  a balance-of- 
payments  crisis,  deteriorated  terns  of  trade,  and, 
consequently,  sluggish  economic  growth. 

why  was  the  econonic  parfonaance  of  export-oriented 
East  Asian  NIcs  much  better  then  that  of  import-substituted 
Latin  American  PICs?  The  divergent  "inward-or-outward" 
policies  were  the  key  factor.  They  differed  with  regard  to 
state  manipulation  of  exchange  rates,  interest  rates,  money 
supply,  fiscal  budget,  and  inflation  control.  In  the 
following  section,  we  will  diacuss  how  these  policiee 
affected  current  account  balance  of  payments  and  trade 


Exchange  Rate  Policy  and  Trade 

in  macroeconomic  stability.  The  success  of  inflation 
control  stabilised  exchange  rates,  which  prevented  the 
distortion  of  market  prices  and  promoted  exports.  The 
stabilized  exchange  rate  in  line  with  trade  liberalization 
and  considerable  comparative  advantages  in  producing  labor- 
intensive  manufactures  made  Taiwan's  and  Korea's  exports 
more  competitive.  Despite  severe  balance  of  payment  effects 


fluctuation  of  exchange  rates  in  both  countries  was 
consistent  because  of  their  low  inflation  rates.  It  allowed 
Taiwan's  exchange  rate  to  be  close  to  an  equilibrium  level 
and  thereby  achieved  price  stability  (Liang  and  Skully, 

1982;  Haddlson,  1985). 

After  the  second  external  shock,  while  the  U.S.  and 
most  advanced  countries  experienced  drastic  exchange  rate 
fluctuations,  Taiwan  only  experienced  mild  inflationary 
impulses.  As  a result,  the  pegged  exchange  rate  becaee 
appreciated  and  incompatible  with  internal  policy  objectives 
for  export  promotion.  The  exchange  rate  was  adjusted  by  a 
devaluation  in  order  to  avoid  the  harmful  effect  of  the 
large  fluctuation  of  the  u.s.  exchange  rate.  A floating 
exchange  rate  system  was  needed.  The  floating  rates  towards 
trade  liberalization  enabled  Taiwan  to  build  up  further  an 
export-oriented  regime  in  the  1980s.  During  1960  to  1966, 
the  exchange  rate  was  fairly  stable  and  devalued,  which 
induced  producers  to  continue  to  expand  exports.  Yet,  after 
1987,  Taiwan,  with  a huge  trade  surplus,  was  pressured  to 
appreciate  currency  against  the  U.S.  dollar.  The  Taiwanese 
state  made  a great  effort  to  steady  the  KT  dollar  and  to 
prevent  its  currency  from  overvaluation.  As  a result, 
imports  started  to  rise  and  exports  grew  up  substantially  as 
well. 

Figures  6-8  and  6-9  illustrate  the  changes  in  exchange 
rates  and  the  relation  between  real  exchange  rate  and  export 
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perfomance.  From  1960  to  1973,  the  real  exchange  rates 
remained  stable  and  devalued  about  35t  In  comparison  with 
the  1975  price  level.  The  real  exchange  rate  appreciated 


The  real  exchange  rates  in  Taiwan  in  the  period  of  1974  to 
1978,  in  comparison  to  1960  to  1973,  were  appreciated  about 
20%;  however,  they  remained  undervalued  by  the  1975  level. 
The  long  period  of  devaluation  with  low  inflation  has  been 
conducive  to  experts  rather  than  to  imports. 

There  is  a positive  relation  between  a devalued 
exchange  rate  and  export  performance  between  1970  and  196B 
(see  Figures  6-9}.  The  more  devalued  the  exchange  rate,  the 
better  the  export  performance.  That  is,  a devalued  exchange 
rate  encourages  exports  and  discourages  imports.  Figure  6- 
9 depicts  that  there  appears  two  big  downfalls  on  exports  In 
1974-1975  and  1980-1981;  these  were  commonly  attributed  to 
the  currency  appreciation  with  the  energy  crisis  followed  by 
two  worldwide  recessions. 

In  1974,  Taiwan  experienced  an  inflation  rate  of  47.5% 
in  its  consumer  price  index,  which  was  much  higher  than  that 
of  its  major  trade  partners.  Taiwan's  currency  became 
overvalued.  In  turn,  it  weaXened  the  export  incentives  and 

Taiwan  had  a stable  inflation  rata  of  5%  annually.  With  the 
second  external  shock.  Taiwan  again  increased  its  inflation 
rate  by  19%  and  16.3%  in  1979  and  1980,  respectively,  and 


appreciatea  the  currency  that  disadvantaged  exports  and 
favored  inports.  Despite  the  world  recessions  In  1973-1974 
and  1980-1981,  Taiwan's  low  inllatlon  remained  and  thereby 
brought  about  the  devaluation  of  exohange  rates,  which 
effectively  stimulated  exports. 

Clearly,  keeping  exchange  rate  stable  and  devalued  was 
one  important  strategy  to  encourage  exports.  The  Taiwanese 
state  has  learned  a lesson  from  this:  High  domestic 
inflation  retards  export  expansion.  With  low  inflation,  not 
only  does  the  exchange  rate  reflect  its  real  value,  but  also 
price  instability  and  distortion  are  avoided.  Taiwan 
enjoyed  her  export  performance  and  became  a major  exporter 
in  the  world. 

Like  Taiwan,  Korea  took  various  measures  to  alleviate 
mounting  inflationary  pressures.  Korea  experienced  greater 
inflationary  instability,  except  during  the  first  oil  shock 
in  1973-1974.  During  the  period  of  1966-1971,  inflation  in 
Korea  was  10.34  annually,  compared  to  2.94  in  Taiwan,  25.44 
in  Brasil,  and  3.74  in  Mexico.^  During  1976-1978,  Korea 
experienced  Infletion  by  12.14  annually,  compared  to  4.14  in 
Taiwan,  41.24  in  Brazil,  and  21.14  in  Hexico.^  During 


inflation 


Lwan,  72.9%  in  Brasil^  and  22.3%  in  Mexico.^ 
19S3,  Korea  experienced  a 9.4%  inflation, 
;.5%  in  Taiwan.  117.4%  in  Brazil,  and  62.8% 
Mexico,  clearly,  Taiwan  and  Korea  perfomed  much  better 
than  Brazil  and  Mexico  in  controlling  inflation  since  19 
especially  after  the  second  oil  shock.  The  issue  of 
inflation  or  deflation  has  been  crucial  in  relation  to  a 


Like  Taiwan,  Korea  depreciated  its  exchange  rate  as  an 
incentive  for  export  promotion.  There  were  three  dramatic 
changes  and  adjustments  in  the  nominal  exchange  rate  of  the 
Korean  won  against  the  u.s.  dollar  since  1964.  These 
adjustments  directly  affected  export  promotion.  First, 

Korea  officially  moved  from  a multiple  to  a unitary  exchange 
rate  system  by  devaluation  in  1964,  The  official  exchange 
rate  vent  from  130  to  256  wens  per  U.S.  dollar.  The  won  was 
allowed  to  float,  but  only  in  certain  periods.®  During  the 
remainder  of  the  period  before  1973,  the  exchange  rate  was 
established  with  discontinuous  devaluation  (Kim,  1985; 

Kwack,  1986]. 

Secondly,  the  official  exchange  rate  was  adjusted 


appreciated,  dropped  down  from  497  wons  in  1974  to  485  wons 


Inflation  in  Haxico  wan  only  baaed  on  consunar  priea  index. 


in  1975  per  u.s.  dollar.  Thirdly,  the  nominal  exchange  rate 
was  adjusted  after  the  second  oil  crisis.  It  depreciated 
from  5S0  to  700  wons  from  1980  to  1981  vis-a-vis  per  OS 
dollar.  The  drastic  changes  in  the  official  exchange  rate 
were  used  to  accommodate  inflationary  pressures  and  to 
maintain  stable  real  exchange  rates  that  could  avoid 
variation  between  domestic  and  foreign  prices  or  currencies. 

Korea,  like  Taiwan,  had  a long  stable  period  in  the 
real  exchange  rate  (since  196S)  that  has  helped  to  make 
Korean  goods  more  competitive  in  the  world  and  to  expand 
Korean  exports  (see  Figures  6-8  and  6-10).  On  the  one  hand, 
the  stability  of  the  real  exchange  rate  reduced  the 
variation  between  domestic  and  foreign  currency,  which 
prevented  Korea  from  unfavorable  impacts  on  international 
transactions  and  inflation  rate.  On  the  other  hand,  the 
stability  of  the  real  exchange  rate  was  due  to  both  currency 
depreciation  and  to  the  limited  Impact  of  inflation.  Thus, 
the  devalued  currency  and  its  stable  inflation  effectively 
stimulated  exports. 

Two  global  oil  crises  drastically  deteriorated  Korean 
terns  of  trade.  The  decreasing  world  demands  together  with 
high  rates  of  inflation  hindered  Korean  export  growth.  As 
Figure  6-10  reveals,  exports  went  down  in  1971-1974  and 
1979-1980.  Except  for  these  two  periods  of  external  shocks, 
Korean  exports  grew  very  rapidly.  The  real  exchange  rate 


depreciated  by  lot 
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exports.  The  major  reason  should  be  attributed  to 
decreasing  world  denands  for  consumption.  From  1974  to 
1979,  the  Korean  exchange  rate  appreciated  about  35%.  The 
appreciation  of  Korean  exchange  rates  during  the  1970a  also 
complied  with  the  Korean  state's  political  and  economic 
attempts.  To  develop  heavy  industries  and  deepen  industrial 
structure  required  importing  capital  goods.  An  overvalued 
currency  made  imported  goods  cheaper  and  favored  the  import 
of  capital  goods.  As  a result,  the  overvaluation 
deteriorated  Korea's  terms  of  trade. 


The  real  exchange  rate  after  the  second  oil  shock 
depreciated  currency  again.  With  stable  inflation,  Korea's 
exports  increased  rapidly  than  under  the  influence  of 
devaluation.  Korea  enjoyed  export  expansion  and  economic 
growth  in  the  1980s.  After  1985,  Korea  had  enormous  gains 
from  trade  surplus,  mainly  with  the  U.S..  Due  to  remarkable 
trade  surpluses,  however,  Korea,  like  Taiwan,  was  forced  to 
appreciate  its  currency  by  strong  U.S.  pressures.  American 
authorities  thought  that,  in  the  course  of  appreciation  of 
Taiwanese  and  Korean  currencias,  the  bilateral  trade  surplus 
would  be  eliminated.  Thie  forced  Taiwan  and  Korea  to 
readjust  their  industrial  structure,  to  upgrade  their 


appreciation. 


Brasil  made  a raaxidevaluation 


crusairo  by  109%,  following  an  IHF  (international  monetary 
fund)  stabilisation  pac)cage,  in  order  to  acquire  IMP  loans 
(see  Figure  6-11).  The  devaluation  lasted  until  196S.  In 
1986,  the  real  exchange  rate  was  drastically  appreciated  by 
12S%  and  no  more  than  26%  only  a year  after.  The  change  was 
becauee  of  the  intervention  of  IMF,  which  forced  Brasilian 
authorities  to  stabilise  exchange  rates  and  prices. 

Inflation  accelerated  and  the  trade  deficit  enlarged. 
Brazilian  exports  obviously  dropped  down  during  the  two 
external  oil  crises  in  1974  and  1979.  In  the  first  oil 
crisis,  Brasil  opted  for  expansionary  policies  and  increased 
its  foreign  borrowing  to  finance  the  trade  deficit.  The 
trade  deficit  lasted  until  1981  (see  Figure  6-11) . Compared 
to  the  1980s,  the  real  exchange  rate  in  the  19708  was 
overvalued.  As  a result,  imports  were  favored  and  exports 
were  discouraged.  Imports  exceeded  exports.  After  1982, 
sharp  devaluation  immediately  stimulated  exports.  Exports 
outvalued  imports.  The  ratio  of  exports  to  imports 
increased  steeply  from  0.8  in  1980  to  almost  2 in  1985. 

This  means  that  the  value  of  exports  was  more  than  twice 
that  of  imports.  This  was  compatible  with  export  promotion, 
which  was  emphasized  by  the  Brazilian  state  during  that 
period.  Yet,  total  exports  in  Brazil  and  in  Mexico  were 
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during  1975-1980  and  32%  in  the  1980b  (Figure  6-13).  The 
crucial  factor  was  that  Brazilian  export  pronotion  was 
restricted  by  its  inward- looking  strategy.  The  high  ratio 
of  exports  to  inports  was  also  due  to  the  very  restriction 
on  inports  in  order  to  save  foreign  exchange  and  protect  the 
domestic  market  for  local  industries.  The  noticeable 
decrease  in  imports  allowed  Brazil  to  have  a trade  surplus. 
Unfortunately,  the  surplus  was  taken  away  by  the  tremendous 
debt  payments  and  services. 

Mexico  inplenented  inflation  and  exchange  rate 
policies,  that  were  quite  different  from  those  in  Brazil, 
Taiwan,  and  Korea,  in  response  to  the  external  shocks. 

Mexico  had  low  inflation  before  the  first  oil  shock.  From 

(consumer  prioe  index)  a year  and  prices  rose  by  only  3.7%  a 
year,  compared  with  21%  in  other  Latin  American  countries. 
Stable  exchange  rates  with  low  inflation  rates  contributed 
to  price  stability.  The  "stabilizing  development”  from  1955 
through  1970  created  the  so-called  "Mexican  miracle.” 

Mexico  operated  for  lengthy  periods  with  a slow  and 
continuous  appreciation  of  exchange  rates  and  with 
occasional  large  devaluations.  Traditionally,  the  Mexican 
peso  was  pegged  to  the  u.s.  dollar  and  held  steady  since 
1954.  As  in  Taiwan  and  Korea,  the  exchange  rate  in  Mexico 
was  largely  determined  by  the  relative  inflation  rate  with 


respect  to  that  of  the  U.S. . With  low  inflation  in  Mexico, 
the  peeo/dollar  rate  remained  unchanged  from  1954  to  1974 
and  the  real  exchange  rate  appreciated  slowly  and 
continuoualy  (see  figure  6-8] . 

After  the  first  external  shock,  inflation  increased  in 
Mexico  because  of  massive  government  spending  and  the  rise 
in  oil  prices.  Overvaluation  resulted  from  the  rise  in 
Mexican  inflation  in  excess  of  the  rise  in  main  trade 
partners.  In  1975,  overvaluation  became  a serious  issue. 

The  exchange  rate  was  devalued,  followed  by  the  adjustment 
of  the  difference  between  Mexican  and  U.S.  inflation.  In 
1976,  Mexico  abandoned  its  pegged  system  and  really 
devalued.  It  devalued  almost  50t  in  real  terms  and  its 
currency  remained  stable  until  1982,  when  a large 
devaluation  was  carried  out  (see  Figure  6-12).  The 
overvalued  exchange  rate  made  Mexico  vulnerable  to  external 
shocks  and  encouraged  both  capital  flight  and  imports, 
without  devaluation  Mexican  industrial  exports  would  be 
squeezed  by  rising  domsstic  costs.  To  increase  earnings 
from  exports,  a country  must  reduce  inflation  and  devalue 
its  currency,  as  did  Taiwan  and  Korea. 

while  Brazil,  Taiwan,  and  Korea  slowed  down  their 
growth  rates  during  the  second  oil  crisis,  Mexico,  an  oil- 
exporting country,  had  a burst  of  growth  rate,  averaging 
8.44  annually  from  1977  through  1981.  Mexico  benefited  from 
the  increaee  in  world  oil  prices,  oil,  discovered  In  1978, 


soon  altered  the  Mexican  econony.  The  increasing  receipts 
from  oil  experts  improved  Mexico's  balance  of  payments  and 
terms  of  trade.  The  IMF  loans  vere  no  longer  needed  and  the 
IMF  stabilizing  program  was  abandoned.  Thanks  to  the  oil 
boom,  Mexico  had  no  diffioulty  borrowing  to  finance  its 
deficits,  and  private  capital  started  to  flow  in  as  well. 

The  oil  boon  led  to  real  appreciation  between  1978  and  1981, 
and  also  permitted  Mexico  to  postpone  the  correction  for  its 
overvaluation  and  price  distortions.  During  the  sane 
period,  U.S.  inflation  rose  about  45%  (in  consumer  price 
index] , whereas  in  Mexico  it  increased  by  108%.  The 
adjustment  of  the  Mexican  exchange  rate  was  not  large  enough 
to  match  the  differential  rates  of  inflation  between  Mexico 
and  the  U.S..  Mexican  currency  was  overvalued.  It 
accelerated  the  rise  in  domestic  prices  and  imports,  mostly 
of  intermediate  and  capital  goods,  as  well  as  the  decline  in 
tourism  and  border  transactions  (Looney,  1985) , 

The  Mexican  crisis  was  not  a result  of  the  second  oil 
crisis,  but  cf  the  fall  in  oil  prices  in  1982.  Until  1982, 
Mexico  had  not  had  a fall  in  GDP  since  1940.  Falling 
international  oil  prices  and  a strong  expectation  against 
the  peso  led  the  exchange  rate  to  collapse.  The  Mexican 
crisis  of  1982  and  the  subsegment  recession  were  due  largely 
to  domestic  mismanagement  of  exchange  rates.  In  1981, 
overvaluation  and  capital  flight  became  the  major  problems. 
The  overvaluated  exchange  rate  retarded  non-oil  exports. 


The  oil  bonanza  deteroriahed  the  developnent  of  export 
diversification  that  had  been  in  progress  for  a long  period. 
The  concentration  on  oil  export  also  exposed  Hexico's 
vulnerability  to  external  shocks.  The  nisallocation  of 
resources  stenmed  from  the  anti-export  bias  of 
manufacturing,  overborrowing  resulted  from  the  expectation 
of  large  earnings  from  oil  exports.  Hexico  borrowed  $23 
billion  abroad  in  19B1  and  the  foreign  public  debt  jumped  to 
$52  billion.  By  19S2,  its  budget  deficit  was  about  18$  of 
the  GDP.  A large  proportion  of  borrowing  went  to  finance 
capital  flight  rather  than  productive  investment.  The 
persistence  of  unprecedentedly  high  interest  rates  in  the 
international  money  and  capital  markets  increased  the  cost 
of  foreign  borrowing.  Besides,  the  Mexican  state  used  Jooth 
the  revenue  from  oil  exports  and  foreign  borrowing  to 
finance  expanded  public  consumption  and  investments  and 
subsidies  on  basic  consumption  items.  Also,  the  imports  of 
consumer,  intermediate,  and  capital  goods  increased 
drastically,  stimulated  by  the  impact  of  overvaluation  of 
Mexican  currency,  the  rise  in  wage  rates,  oil  export 
earnings,  and  the  increase  in  private  and  public  investment, 
overall,  the  euphoria  of  the  oil  discovery  was  broken  by 
Hexico's  deteriorated  balance  of  payments.  The  so-called 
"Dutch  diseass"  occurred;  the  real  appreciation  resulted 
from  oil-induced  increases  in  domestic  spending,  which 
crowded  the  tradable  goods  sectors  (Sachs,  1965) . 


3 large  depreciation.  The  nominal 
exchange  rate  was  devalued  from  22.7  pesos  to  the  dollar  in 
1981  to  46.5  pesos  in  1982  (Looney,  1985).  As  Figure  6-12 
reveals,  there  was  nearly  a 50%  devaluation  in  real  terms  in 
1962  and  then  another  15%  in  1983.  Polloving  the 
devaluation,  government  expenditures  were  cut  to  reduce  the 
budget  deficit.  Massive  private  capital  outflowed,  and 
wages  were  raised  by  30%  (Haddison,  1985).  Moreover,  all 
the  private  banks  were  nationalized  and  exchange  controls 
were  set  up  for  the  first  tine  since  1930.  A black  market 
ensued.  Mexico  was  forced  to  borrow  foreign  capital  to 
sustain  its  economic  growth.  Therefore,  the  exchange  rate 
depreciated  again.  It  increased  the  external  debt  and 
aggravated  the  current  account  (Cardoso  and  Levy,  1988).^^ 

In  1986,  the  Mexican  currency  was  devaluated  again  by 
40%  in  real  terms  (see  Figure  6-12).  In  1986,  the  inflation 
rate  was  about  80%.  A fall  In  oil  prices,  a strong 
speculation  against  the  peso,  the  deteriorated  current 
account  deficit  with  money  printing  and  inflation,  and  the 
burden  of  debt  service  all  led  the  exchange  rate  to 
collapse.  As  a result,  an  IMP  adjustment  program  was 
adopted  in  order  to  reduce  inflation  and  public  spending  and 
to  obtain  IMF  loans.  Under  the  IMP  program,  however,  most 
people  suffered  because  real  wages  fell  dramatically. 


was  a slgnlCicant  relationship  between  the 
exchange  rate  and  trade  (see  figure  6-12).  The  value  of 

rate,  which  increased  the  inability  of  the  Mexican  economy 
to  remain  competitive  in  international  narkete.  Mexico'e 
baiance  of  payments  deteriorated.  The  1976-1977  large 
devaluation  of  the  peso  stimulated  exports.  Ihiring  197S- 
1982,  the  oil  boon  led  to  the  appreciation  of  Mexican 
currency,  which  bred  inflation  and  increased  imports. 

During  19B2-19B5,  the  sharp  devaluation  encouraged  exports 
and  eliminated  imports.  After  the  1982  crisis,  the  real 
devaluation  favored  exports,  in  line  with  the  Mexican  state 
policy  of  promoting  exports.  The  terms  of  trade  improved 
with  a large  currency  devaluation  and  by  limiting  imports. 
And  yet,  the  trade  surplus  was  absorbed  by  the  interest 
payment  on  the  external  debt. 

Interest  Bate  Policy  and  Investments  and  Savinas 

The  interest  rate  policy  affected  the  level  of  savings 
and  the  pattern  of  investments.  Taiwan  and  Korea  preferred 
to  use  high  interest  rates  to  control  inflation,  whereas 
Brasil  and  Mexico  have  been  reluctant  to  do  so.  As  Appendix 
B shows,  after  1970,  Taiwan  and  Korea  maintained  positive 
real  interest  rates  for  saving  deposits,  whereas  Brazil  and 
Mexico  had  negative  real  rates  of  interest.  The  former 
adopted  high  interest  rate  policies  to  cope  with  the  impact 
of  inflation  followed  by  two  external  shocks.  The  latter 


did  not  immediately  or  dramatically  adjust  their  domestic 
interest  rates,  in  order  to  increase  investments;  but  this 
discouraged  savings.  Besides,  the  positive  real  interest 
rate  coupled  with  real  devaluation  of  exchange  rates  in 
Taiwan  and  Korea  not  only  avoided  capital  flight  but  also 
even  attracted  foreign  capital.  On  the  contrary,  in  Brazil 
and  Mexico,  the  negative  real  interest  rate  accompanied  with 
real  overvaluation  of  exchange  rates  caused  domestic  capital 
flight  and  discouraged  inflow  of  foreign  capital. 

As  a matter  of  fact,  high  interest  rate  policies 
pushed  the  rate  of  savings  up  further.  Domestic  saving 
alone  were  able  to  provide  a large  investable  fund  that  was 
crucial  to  Taiwan's  and  Korea's  capital  accumulation  and 
economic  taJce-off.  High  savings  rates  not  only  eliminated 
the  need  of  foreign  capital  for  domestic  investments,  but 
also  effectively  assisted  self-reliant  development 
accompanied  with  £01  strategies.  As  a result,  domestic 
capital  dominated  the  entire  domestic  industry  and  economy. 
By  contrast,  even  though  the  negative  real  interest  rats  in 
Brazil  and  Mexico  would  encourage  Investnente,  it  also  led 
to  low  savings,  which,  therefore,  provided  insufficient 
funds  for  domestic  investments.  The  shortage  in  domestic 
investment  capital  wae  compensated  by  foreign  borrowings  and 
direct  foreign  investments;  these  capital  inflows  were 
closely  associated  with  ISI  strategies.  Taking  advantage  of 
low  interest  rates  accessible  to  international  financial 


percentage 


of  GNF  Increased  from  10.3%  in  1950  to  17.9%  in 
1960,  25.1%  in  1970,  and  34.4%  in  1973.  During  1973-1980 
and  1980-1988,  the  annual  average  of  gross  domestic  savings 
was  32,1%  and  33.5%,  compared  to  25.9%  and  31.7%  in  Korea, 
19.3%  and  18.5%  in  Brazil,  and  20.2%  and  21.9%  in  Mexico, 
respectively  (Tables  6-1  and  6-2) , Also,  because  of  high 
interest  rates,  a tremendous  cashflow  was  brought  into 
banks.  With  a huge  domestic  savings  deposit,  the  capacity  of 
the  banking  system  was  restored  and  revived  to  collect 
domestic  savings  and  then  to  transfer  into  a domestic 
investment  fund.  The  large  savings  provided  much  needed 
funds  for  domestic  investments,  which  made  possible  Taiwan's 
economic  take-off.  simultaneously,  coupled  with  the 
influences  of  devaluation  and  trade  liberalization,  a 
massive  investment  flowed  into  export  industrial  sectors. 

Korea,  compared  to  Taiwan,  adopted  the  high  interest 
rate  policy  IS  years  later  in  1965.  This  was  because  of  two 
factors.  On  the  one  hand,  the  Korean  state  was  uneasy  by 
the  allegation  made  by  cost-push  inflation  theorists  that 
raising  officially  controlled  low  interest  rates  would 
surely  bring  about  a spurt  in  domestic  inflation,  on  the 
other  hand,  the  Korean  state  learned  from  Taiwan’s  practical 
experience  of  using  high  Interest  rates  to  control 
inflation.  Prom  1965  onward,  the  real  rate  of  interest  on 
savings  deposits  turned  to  a positive  level,  except  during 
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Gross  Domestic  Investment  and  Savings  Rates 
(as  Percent  of  SHF) 


Countries  1965-1973  1973-1960  1960-1966 


Talvan  Z5.lt  (26.2%)  30.6%  (32.1%)  23.7%  (33.5%) 
Korea  23.9%  (16.6%)  31.2%  (25.9%)  30.3%  (31.7%) 
Brazil  21.3%  (23.1%)  23.9%  UP-^t)  20.7%  (18.5%) 
Mexico  20.6%  (16.5%)  24.2%  (20.2%)  23.5%  (21.9%) 


Note:  gross  domestic  savings  rates  in  parenthesis. 

Sources:  World  Bank,  World  Develoomant  Report  (1990:167)1 
council  for  Economic  Planning  and  Development 
(CEPAS),  Taiwan  Statistical  Data  Boole,  various 
issues. 

impact  of  inflation  and  also  leapt  the  real  value  of  savings. 
Stablized  prices  reduced  inflation  rates. 

Brazil  and  Mexico  firmly  followed  the  traditional 
policy  of  low  interest  rates  in  order  to  reduce  inflation 
rates.  In  fact,  low  interest  rates  neither  reduced 
inflation  nor  raised  savings  rates  nor  increased  investiaents 
(see  Tables  6-1  and  6-2) . As  Appendix  B shows,  Brazil  had 
negative  real  interest  rates  on  savings  deposit  rates  since 
1950.  After  the  second  oil  shock,  Brazil  started  to  raise 
its  interest  rates  in  order  to  stabilize  Inflation  and 
reduce  money  demand/eupply.  Mexico  had  much  better  interest 
rates  on  savings  deposits  than  Korea  in  the  1950s.  In  the 
1960s,  Mexico,  like  Taiwan  and  Korea,  had  stable  and 
positive  real  intacesc  rates  because  of  low  inflation  rates, 
yet,  Mexico  had  negative  real  interest  rates  after  the  first 
because  of  uncontrolled  inflation  and 


firm  adjustments  in  interest  rates.  The  accelerating 
inflation  was  always  accompanied  by  a decline  in  the  real 
deposit  rates  of  interest  (see  Appendix  B) . 

Braail  and  Mexico  failed  to  insulate  real  interest 
rates  from  large  fluctuation  in  inflation  rates.  Savings 
ware  attracted  to  unproductive  areas  and  inflation-proof 
investments,  such  as  real  estate  and  foreign  currency,  to 
prevent  a decline  in  their  real  value  of  holdings.  Unlike 
Brazil  and  Mexico,  savers  in  Taiwan  and  Korea  found  high 
interest  rates  so  attractive  that  they  preferred  depositing 
their  savings  in  banks  instead  of  putting  their  savings  into 
unproductive  but  price-increasing  hoards  of  goods  or  real 
estate.  Besides,  the  negative  interest  rates  caused  by  high 
inflation  virtually  encouraged  investment  because  of 
borrowing  more  and  paying  less.  When  inflation  was  high,  a 
considerable  degree  of  allocative  distortion  must  have 
resulted  from  illusory  profits.  Moreover,  the  low  interest 
on  loans  for  investments  not  only  had  little  concern  with 
relative  efficiency  on  return  rates,  but  also  tended  to 
emphasize  more  the  capital-intensive  industry  that  caused 
nisallocation  of  available  resources  in  Brazil  and  Mexico, 
e.g..  an  abundance  of  labor. 

In  Taiwan  and  Korea,  raising  interest  rates  both 
raised  the  level  of  investments  and  capital  accumulation  and 
rendered  investments  in  a more  efficient  and  effective 
growth.  The  low  interest  rate  policy  in  Brazil  and  Mexico 


lending  interest  rates,  which  created  excessive  denands  for 
investable  funds  and  then  forced  the  banks  to  ration 
credits.  Credit  rationing  and  evaluation  by  bank  managers 
and  government  officials  essentially  favored  large 
corporations,  which  "is  likely  to  crowd  out  some  high  return 
investments  that  would  not  be  crowded  out  If  the  interest 
were  the  main  factor  limiting  the  demand  for  credit" 
(Scitovsky,  1986:149).  Large  firms  the  state  wanted  to 
favor  were  not  earning  the  highest  return  rate  on  their 
investments  and  were  not  effectively  mobilizing  resources 
when  they  were  under  protection. 

Differences  in  deposit  Interest  rates,  savings  rates, 
investable  funds,  credit  rationing,  and  loans  depending  upon 
lending  interest  rates  or  bankers/government  officials  have 
led  to  different  patterns  of  investment  in  the  two  regional 
Nics.  In  Taiwan  and  Korea,  due  to  the  relatively  higher 
lending  interest  rate,  investors  were  motivated  by  a 
tendency  to  keep  entrepreneurial  spirits  and  were  encouraged 
to  use  labor-intensive  modes  of  production,  less  capital 
reguirement,  Co  maintain  their  investments  in  efficiency. 
Because  of  comparative  advantages  in  having  abundant  labor 
working  for  cheap  wages,  the  labor-intensive  industry  was 
considered  as  a higher  rate  of  return  for  investments.  As  a 
result,  the  labor-intensive  investment  created  more  job 
opportunities,  which  reduced  the  problem  of  unemployment  and 
the  conflict  between  labor  and 


capitalists 


increased  labor  productivity.  By  contrast.  In  Brazil  and 
Mexico,  loans  were  easily  accessible  for  large  firms,  which 
usually  had  high  profits  due  to  their  market  monopoly  and 
government  protection.  Protection  and  monopoly  broke  down 
entrepreneurial  management  and  innovation.  Because  of  their 
lack  of  efficiency  in  their  investments  in  industries, 
large  firms  were  losing  their  competitiveness  in  the  world 
market.  Also,  large  firms  tended  to  invest  in  more  capital- 
intensive  methods  because  of  easy  access  to  the  government's 
and  bank’s  financial  funds.  As  a result,  employment 
opportunities  were  limited,  resulting  in  u problems  of 
nemployment.  social  and  political  unrest  ensued, 

Decreasing  labor's  share  in  the  gross  national  product 
generated  unequal  income  distriJration.  Poverty  became  a 
burden  in  government  budgets. 

State  Policy  and  External  Shocks: 

Fiscal  and  Monetary  Policy 

Fiscal  policy 

Fiscal  policy  generally  encompasses  a government's 
spending,  transferring,  taxation  decisions  and  revenues,  and 
strategy  regarding  public  sector  enterprises  (Dornbusch, 
1988).  That  is,  a fiscal  policy  is  a tactic  for  managing 
public  finance.  It  has  a striking  macroeconomic  impact  on 
stimulating  capital  formation  and  influencing  the  allocation 
of  resources  through  investment  expenditures,  financing,  tax 


fiscal  policy 


incentives,  and  subsidies,  The  success  of  a 
lies  in  the  state's  ability  to  hold  back  public 
expenditures,  to  increase  government  revenues,  to  raise  the 
level  of  public  savings,  and  eventually  to  improve  fiscal 
balance. 

The  Taiwanese  and  Korean  states  have  managed  fiscal 
policies  in  a conservative  manner,  avoiding  chronical 
deficits  and  generating  surpluses  on  the  current  account  of 
balances.  These  tight  fiscal  policies  have  contributed  to 
high  domestic  savings  (by  raising  public  sector  savings], 
low  inflation,  and  the  avoidance  of  serious  financial  crises 
from  excessive  borrowing.  By  contrast,  the  Brazilian  and 
Mexican  states  have  run  more  expansionary  fiscal  policies 
for  social  and  public  spending.  These  expansionary  fiscal 
policies  have  resulted  in  a diversion  of  resources  into 
nontradables  and  unproductive  (if  not,  less  productive) 
sectors  and  large  deficits  on  fiscal  and  current  account 
balances. 

It  is  understood  that  the  smaller  the  fiscal  deficits, 
the  smaller  the  government  indebtedness,  and  the  less  likely 
any  inflationary  expansion;  consequently,  there  is  less 
likely  to  be  an  economic  downfall.  Fiscal  deficits  can  be 
adjusted  by  a necessary  rise  in  tax  revenues  or  in  a 
limitation  on  government  expenditures.  This  would  result  in 
more  resources  for  government  savings  and  investments. 


thereby  having  a positive  inpact  on  economic  grovth.  As 
Figures  6-14,  6-15,  6-16,  and  6-17  reveal,  Taiwan  has  had 
fiscal  surpluses  since  1964  and  Korea  has  had  fiscal 
surpluses  since  1976  because  both  states  inplenented  tight 
fiscal  policies.  Both  an  increase  in  tax  revenues  and  a 
restriction  on  public  expenditures  allowed  Taiwan  and  Korea 
to  increase  government  savings  and  investments,  By 
contrast,  Brazil  had  fiscal  balances  that  fluctuated  since 
1950.  During  1953  to  1972,  there  were  severe  fiscal 
deficits  as  the  Brazilian  state  increased  its  expenditures 
for  the  purpose  of  nationalizing  foreign-ouned  firms  and 
social  welfare.  From  1972  to  1992,  after  the  first  oil 
crisis,  Brazilian  government  expenditures  slowed  down,  but 
still  approximated  government  revenues.  After  the  second 
oil  crisis,  the  Brazilian  state  greatly  increased  public 
expenditures  in  order  to  combat  growing  inflationary 
presBures  through  the  expansion  of  output,  particularly  in 
the  agricultural  sector,  which  had  caused  a large  budget 
deficit,  since  1966,  Mexico  has  had  more  serious  problems 
in  fiscal  deficits  than  Brazil,  in  the  1970s,  the  oil 
bonanza  was  very  likely  to  create  sufficient  revenue  to 
relax  Mexico's  fiscal  constraints.  Unfortunately,  oil 
revenue  in  acting  as  a fiscal  substitute  postponed  any 
initiative  for  Mexican  fiscal  reforms.  In  1962,  Mexico 
experienced  a nightmare  of  fiscal  deficits,  about  14%  of  the 
CNF,  because  of  the  sharp  downfall  In  world  oil  prices  and 


6-15,  6-16, 


reducing  governnent  expenditure,  government  savings 
increased  and  then  the  current  account  deficit  was  reduced. 
In  the  1950S  and  laeos,  Taiwan  and  Korea  were  assisted  by 
American  aid.  American  aid  constituted  a large  portion  of 
foreign  savings,  which  relaxed  these  governments'  fiscal 
deficits. without  the  American  aid  that  financed 
government  investments/  expenditures,  the  Taiwanese  and 
Korean  states  might  have  been  forced  to  raise  taxes  and  hold 
back  some  expenditures  and  might  have  suffered  from  severe 
fiscal  deficits,  with  the  reduction  and  termination  of 
foreign  aid,  Taiwan  and  Korea  implemented  a tight  fiscal 
policy  to  curtail  expenditures  and  used  tax  incentives  to 
increase  foreign  and  private  savings  and  investments.  The 
decline  of  foreign  savings  has  been  offset  by  the  rapid 
increase  of  private  savings  and,  to  soma  extent,  government 
savings.  Government  savings  in  Taiwan  during  1952  to  1960 
was  about  -4.3%  of  the  gross  domestic  capital  formation  and 
during  1961  to  1970  was  6.6%  of  gross  domestic  capital 
formation. Since  1970,  government  savings  have  made  up 


net  factor  paymanca. 


unreguited  transfer. 


more  than  20t  of  groaa  domestic  capital  formation  (Lundberg, 
1979).  In  Korea,  the  government  shifted  from  a position  of 
net  dissaver  to  net  saver  in  the  mid-l960B.  This  resulted 
from  the  large  curtailment  in  government  expenditures  and 
the  subsequent  increase  In  government  revenues  (Hason  et 
al.,  1960).  Taiwan  and  Korea  prevented  to  fall  in  a 
situation  of  chronic  fiscal  deficits  and  improved  their 
current  account  deficits. 

By  contrast,  without  the  benefit  of  foreign  aid,  the 
states  of  Brazil  and  Mexico  would  have  burdened  more  severe 
fiscal  deficits  than  those  of  Taiwan  and  Korea  during  the 
1950s  and  1960a.  since  1970,  Brazil's  and  Mexico's  fiscal 
policies  became  expansionary.  The  increase  in  state 
expenditures,  but  not  revenues,  resulted  in  low  rates  of 
government  savings.  Both  states  were  supposed  to  restrict 
public  investments  to  reduce  fiscal  deficits,  but  they 
allowed  public  investments  to  exceed  public  savings.  This 
led  to  a serious  fiscal  crisis,  followed  by  the  complication 
of  a continuing  expansion  of  domestic  demands,  a heavy  debt 
service  burden,  and  a sharp  acceleration  in  inflation. 

There  was  another  contrast  in  fiscal  policy  in  the 
pattern  of  financing  development  in  the  two  regional  Nlcs. 

As  we  can  see  in  Figures  6-ia,  6-19,  6-20,  and  6-21,  there 
were  much  higher  ratios  of  revenues  and  expenditures  to  GNP 
in  Taiwan  and  Korea,  but  there  were  lower  ratios  in  Brazil 
and  Mexico.  Taiwan  and  Korea,  to  a lesser  extent,  had  mors 
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Figure  6-19  Govermnent  Revenue  and 
Korea,  1950-1986 
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than  doubled  those  ratios  in  Brazil  and  Mexico  for  most  of 
the  period.  The  extent  of  government  revenue  and 
expenditure  has  been  determined  by  the  Interplay  between  the 
state  and  the  society.  The  Taiwanese  and  Korean  states  were 
apparently  strong  enough  against  their  societies  to  raise 
their  tax  bases  to  finance  a large  role  for  government 
expenditure  and  investment,  yet,  the  Brazilian  and  Mexican 
states  experienced  a comparable  resistance  from  private 
sectors  against  their  efforts  to  raise  taxes  substantially. 
Explicitly,  the  leas  the  political  power  over  the  private 
sector,  the  less  the  state  was  capable  of  raising  sufficient 
tax  revenues  and  the  more  likely  was  there  an  expansion  of 
social  expenditures  from  the  government  budget.  As  a 
result,  it  exacerbated  fiscal  budget  and  made  Brazilian  and 
Mexican  states  more  difficult  to  remedy  their  fiscal 
deficits  and  to  expand  their  intervention  in  directing 
economic  growth. 

The  contrast  in  bank  credit  control  between  East  Asian 
and  Latin  American  HICs  was  also  very  pronounced,  on  the 
whole,  Taiwan  and  Korea  demonstrated  a credible  commitment 
to  relatively  conservative  fiscal  and  monetary  policies.  By 
restricting  bank  credits  to  the  private  sector,  private 
demands  for  consumption  and  investments  were  reduced  and  the 
current  account  deficit  was  reduced.  In  contrast,  the 
Brazilian  and  Mexican  states  allowed  banking  systems  to 
expand  their  credit  capacity  in  order  to 


satisfy  domestic 


demands,  to  stimulate  domestic  investments,  and  then  to 
sustain  economic  growth.  The  excess  of  bank  credit 
expansion  accelerated  consumption  and  inflation  rates,  and 
thereby  worsened  economic  growth.  Two  major  causes  stand 
out:  the  effect  of  demonstrations  by  the  U.S.,  and  the 
effect  of  liberal  public  opinions.  Psychologically,  Brazil 
and  Mexico,  because  of  proximity  to  the  n.s.,  have  been 
deeply  affected  by  America's  high  levels  of  consumption  and 
high  living  standards,  politically,  they  have  been  largely 
dominated  by  populist  opinions.  Therefore,  the  conservative 
fiscal  policy  has  not  Isecome  possible  politically. 

The  fiscal  policy  can  improve  current  account  balance 
of  payments  deficits.  In  general,  the  gap  between  public 
savings  and  public  investments  was  financed  by  large 
increases  in  domestic  and  external  borrowing.  The  gap  in 
Taiwan  and  Korea  has  been  financed  by  the  domestic  sector  by 
increasing  private  savings  and  decreasing  private 
consumption.  The  fiscal  policy  in  Taiwan  and  Korea  has  been 
carried  out  to  affect  private  production,  demand,  and 
consumption  in  order  to  raise  domestic  savings.  As  Figures 
6-22  and  6*23  show,  private  consumption  in  Taiwan  and  Korea 
had  a remarkable  decline  because  of  high  interest  rate 
policies,  tax  exemption  on  savings  interest,  high  commodity 
taxes  and  high  Import  tariffs.  The  main  source  of  revenues 
in  Taiwan  and  Korea  was  indirect  taxes,  constituting  70t  to 


aot  of  total  govarrunent  revenues,  compared  to  about  50%  in 
Brazil  and  Hexico. 

By  contrast,  the  gap  In  Brazil  and  Mexico  was  financed 
by  external  borroving  rather  than  by  the  domestic  sector. 

The  expansionary  fiscal  policy  allowed  extensive  credit 
subsidies.  Increased  spending,  higher  transfers,  and  the 
reduction  of  taxes.  Those  increased  consumption  demands. 

As  Figures  6-24  and  6-25  reveal,  private  consumption  in 
Brazil  and  Hexico  did  not  apparently  decline,  but  still 
remained  at  a high  level.  High  private  consumption  induced 
more  investments,  but  also  led  to  low  savings,  which  were 
not  helpful  in  reducing  current  account  deficits.  Domestic 
investments  rose  and  focused  on  domestic  markets  in  order  to 
satisfy  domestic  consumers'  demands.  Also,  high  domestic 
consumption  and  large  markets  were  attractive  to  massive 
direct  foreign  investments.  Thus,  exports  were  ignored  and 
imports  increased.  The  terms  of  trade  deteriorated.  High 
investments  in  Brazil  and  Mexico  neither  received  high 
return  rates  nor  improved  their  terms  of  trade.  The  trade 
deficit  and  the  excess  of  investments  over  savings  were 
financed  by  foreign  borrowing,  resulting  in  fiscal  budget 
deficits  again.  The  vicious  cycle  of  deficits,  compensated 
by  debt  accumulation,  was  doomed  to  the  collapse  of  their 
economies. 

The  persistence  of  a conventional  fiscal  policy  was 
closely  related  to  the  state  in  response  to  the  benefits  of 


various  social  classes.  In  general,  the  authoritarian 
regine  attempted  to  cut  down  public  expenditure  for  social 
welfare  and  public  needs,  whereas  the  populist  regime  tended 
to  increase  social  spending  and  subsidies  for  consumption. 
This  is  evidenced  by  the  distribution  of  central  government 
expenditures.  A large  share  of  public  expenditures  in 
Taiwan  and  Korea  were  for  national  defense  and  education. 

In  Taiwan,  national  defense  accounted  for  60t  of  total 
expenditure  from  1950  to  1970  and  then  dropped  down  to  40%, 
which  was  about  8t  to  10%  of  GNP;  education  was  about  13% 
to  17%  since  i960.  In  Korea,  national  defense  accounted  for 
more  than  30%  per  year  since  1970. The  share  of 
education  in  government  spending  was  about  17%  to  19%  since 
1970.  yet,  the  total  spending  on  health,  housing, 
amenities,  social  security,  and  welfare  in  Taiwan  and  Korea 
was  not  more  than  10%  of  total  government  expenditures. 

By  contrast,  the  share  in  total  public  spending  in 
Braail  for  defense  was  reduced  from  9.3%  in  1970  to  5.0%  in 
1978  and  3.2%  in  1987;  defense  spending  in  Mexico  decreased 
from  10%  in  1970  to  3.4%  in  1978  and  1.4%  in  1988.  The 
share  for  education  in  Brazil  was  reduced  from  6.6%  in  1970 
to  3.3%  in  1986,  and,  in  Mexico,  decreased  from  26.7%  in 
1970  to  7,5%  in  1988.  Yet,  the  share  for  health,  housing, 
amenities,  social  security,  and  welfare  in  overall  public 


and  Mexican  economies  was  a major  source  for  the  imbalance 
in  the  government  budget,  which  had  emerged  over  the  last  30 
years  {FitzSerald,  1985;  Looney,  1985).  The  fiscal  crisis 
became  a chronic  burden.  Capital  accumulation  in  both 
states,  indeed,  did  not  virtually  reach  the  level  of  self- 
financing  to  sustain  substantial  economic  growth  (hnglade, 
1985;  FitzGerald,  1985). 

In  Brazil  and  Mexico,  during  the  1970s  and  1980s,  the 
share  of  revenues  has  annually  averaged  10%  and  14%  of  GNP, 
respectively,  compared  to  mere  than  23%  of  GNP  in  Taiwan  and 
about  19%  of  GHP  in  Korea  (see  Figures  6-18,  6-19,  6-20,  and 
6-21),  Tax  revenues  in  Brazil  and  Mexico  continued  to 
decrease  the  percentages  of  their  total  revenues  and  of 
their  GDP,  The  so-called  "inflation  tax"  was  nothing  but  a 
complication  that  destroyed  the  base  for  taxation  (Looney, 
1985) . As  the  insufficiency  of  government  revenues 
continued  and  fiscal  deficits  were  growing,  the  Brazilian 
and  Mexican  states  were  forced  to  resort  to  two  inadvisable 
methods  to  finance  state  expenditure  and  tmdget  deficits. 

One  was  to  expand  the  public  debt,  both  internal  and 
external;  the  other  was  to  increase  money  printing,  i.e., 
the  expansion  of  the  money  supply.  To  expand  the  money 
supply  and  to  resort  to  external  credits  for  compensating 
the  relative  fall  in  tax  revenues  and  the  growth  of  fiscal 
deficits  generated  severe  inflation  problems.  Instead  of 
being  used  for  investment  purposes,  external  credit  was  used 


to  finance  fiscal  deficits;  yet  ttiis  was  also  aggravated  by 
the  accunulation  of  the  raising  cost  of  the  debt  service 
very  year  (roughtly  S*-6%  of  GBP).  Overall,  inflation 
coupled  with  the  external  debt  burden  generated  public 
deficits.  The  vicious  cycle  was  fomed,  on  the  basis  of  the 
interplay  between  ever-increasing  fiscal  deficits  and  the 
loss  of  control  over  inflation  and  external  credits. 

This  evidence  brings  out  the  issue  pertaining  to  the 
relation  between  the  relative  autonomy  and  the  fiscal  crisis 
of  the  state  to  current  theoretical  considerations  and 
debates,  The  economic  development  of  Brazil  and  Hexico  has 
been  emphasized  as  the  case  of  strong  state  position  and 
economic  intervention.  In  fact,  in  Brazil  and  Mexico, 
extensive  state  intervention  directing  national  economy  was 
largely  based  on  expansionary  government  expenditure. 
Achieving  "relative  state  autonomy"  was  at  the  expense  of  a 
fiscal  crisis.  Both  states  did  not  directly  control 
production  and  activities  of  the  private  sector.  Extensive 
government  intervention  by  means  of  financing  and  subsidies 
was  proved  as  a constraint  on  the  relative  autonomy  of  the 
state  against  the  society.  This  phenomenon  can  be  properly 
called  a "pseudo"  autonomous  state,  which  is  distinguished 
from  a real  state  autonomy,  whereby  the  states  enjoy  much 
more  autonomy  from  society  without  serious  political 
pressures  from  private  sectors.  Taiwan  and  Korea  neither 
forcefully  compromised  with  social  forces  nor  implemented 


achieve  and 


expansionary  fiscal  and  nonetary  policies  to 
expand  their  intervention  in  directing  the  national  econony. 
Monetary  Policy 

There  is  a close  link  between  fiscal  and  nonetary 
policies  in  the  managenent  of  investment  funds  and  inflation 
for  achieving  targeted  growth  rates.  Monetary  policy  was 
used  as  a corrective  measure.  The  government  budget 
deficits  can  be  corrected  by  an  effective  monetary  policy. 
Monetary  policy  is  also  closely  interrelated  with  exchange 
rates,  interest  rates,  and  fiscal  balance  in  both  the  short 
and  the  long  term.  Inflation  is  the  crucial  concern  among 
them.  Thus,  carrying  out  a meaningful  monetary  policy  may 
presume  a certain  amount  of  economic  development,  through 
bringing  exchange  rates  at  the  equilibrium  level,  correcting 
fiscal  balance,  and  raising  interest  rates.  Preventing 
monetary  expansion  from  a more  further  money  supply  can 
eliminate  inflation  and  led  to  stabilized  prices. 

Monetary  policy  was  usually  taken  in  two  ways: 
interest  rates  and  money  supply.  The  former  can  have  a 
significant  long-run  macroeconomic  impact  on  the  national 
economy,  whereas  the  latter  can  stabilize  short-term 
economic  fluctuations  and  money  value  and,  further,  sustain 
economic  growth.  The  effect  of  interest  rates  on  inflation 
control  ia  indirect,  whereas  the  effect  of  a money  supply  is 
direct.  The  level  of  interest  rates  and  changes  in  money 


supply  can  be  used  as  indicators  of  the  intention  and 
results  of  a sonetary  policy. 

Interest  rates  of  deposits  and  loans  are  set  by  state 
monetary  institutions.  In  Taiwan  and  Korea,  state 
intervention  was  concerned  about  raising  investments  and 
savings  and  controlling  inflation.  As  discussed  above,  in 
Taiwan  and  Korea,  implementing  a high  interest  rates  policy 
led  to  higher  saving  rates,  which  curtailed  money  demands 
because  people  were  more  willing  to  give  up  the  conveniency 
of  ready  cash  and  consumption.  Less  money  demands  led  to  a 
smaller  money  supply,  which  stabilised  Inflation.  Yet,  in 
Brazil  and  Mexico,  implementing  a low  interest  rates  policy 
neither  encouraged  savings  deposits  nor  increased 
investments  because  of  the  shortage  of  investment  funds 
hidden  in  low  savings  deposit.  Lower  interest  rates  raised 
the  demand  for  cash.  It  eventually  resulted  in  increasing 
foreign  borrowing,  financing  investments,  expanding  money 
supply,  and  then  worsening  inflation.  The  long-run  Impact 
of  the  interest  rate  policy  with  the  short-term  effect  of 
the  money  supply  policy  had  a profound  influence  on  the 
entire  economic  development. 

Honey  supply  In  excess  of  demand  tor  money  was  viewed 
as  a major  response  to  inflation.  The  growth  rate  of  the 
money  supply  induced  sizable  variations  in  prices  and 
inflation  in  the  long  run.  Kevertheless,  the  growth  rate  of 
the  money  supply  did  not  necessarily  always  bring  about 


inflation  and  fluctuation  in  pricaa.  The  growth  of  the 
money  supply  could  be  used  to  adjust  inflation  to  GKP  in 
order  to  expand  economic  activity  and  achieve  economic 
grotrth.  Besides,  a rise  in  money  supply  generally  led  to  an 
increase  in  the  demand  for  goods  and  services,  which  then 
increased  consumer  prices.  This  eventually  encouraged 
investments  and  output. 

The  crucial  difference  between  the  two  regional  NICs 
was  in  their  very  different  monetary  policies.  Basically, 
the  grcwth  of  the  money  supply  in  Taiwan  and  Korea  was  taken 
to  accommodate  the  demand  for  money,  which  implied  an 
endogenous  concern  for  the  money  supply,  By  contrast,  the 
growth  of  the  money  supply  in  Brasil  and  Mexico  was  usually 
used  to  offset  the  effect  of  balance  of  payments  deficits; 
the  change  in  the  money  supply  was  taken  as  an  exogenous 
measure. 

Conventionally,  the  Taiwanese  and  Korean  states 
implemented  a tight  money  supply  in  order  to  stabilize 
inflation.  They  prevented  monetary  expansion  solely  as  a 
result  of  domestic  inflation.  Both  states  did  not  allow  the 
currency  to  appreciate  in  real  terms  as  a result  of  the 
accelerating  monetary  expansion  and  Inflation  (Fry,  1985). 
Besides,  both  states  lacked  the  political  pressure  from 
society  to  increase  government  social  spending.  This 
reduced  the  government  budget  deficits,  and  prevented 


excessive  monetary  expansion  to  finance  government 
deficits. Generally,  both  states  have  responded  quickly 
to  remedial  measures  to  bring  the  money  supply  under 
control.  Their  monetary  policies  were  for  bringing  about 
favorable  conditions  to  operate  the  market  economy.  Thus, 
the  monetary  policy  pursued  in  Taiwan  and  Korea  have  neither 
reduced  economic  growth  nor  accelerated  inflation  nor 
deterred  export  expansion. 

By  contrast,  the  states  of  Brazil  and  Mexico,  due  to 
ceding  to  political  pressures  from  social  groups  and 
aggravating  fiscal  deficits,  were  forced  to  expand  their 
money  supply.  As  mentioned  earlier,  both  states  have 
resorted  to  expand  external  credits  and  money  supply  to 
finance  a growing  fiscal  deficit.  The  monetary  policy  was 
simply  implemented  to  finance  public  deficits  and  the 
balance  of  payments  deficits,  then  to  sustain  economic 
growth  and  consumption  levels  rather  than  to  stabilize 
inflation.  Excessive  expansion  of  the  money  supply  bred 
inflation.  Besides,  both  states  allowed  the  currency  to 
appreciate  in  real  terms  solely  as  a result  of  accelerating 
monetary  expansion  and  domestic  inflation.  The  interest 
rates  of  deposits  also  went  down  because  of  increasing 
monetary  expansion.  As  a result,  they  have  taken  much 


difficult  to  adjUBt 


longer  and  found  it  considerably  more 
their  runaway  monetary  expansion. 

Taiwan  and  Korea  had  low  increasing  rates  of  money 
supply  than  Brazil  and  Hexioo  since  1970  (see  Figure  6-26). 
Until  1970,  only  Brazil  had  a high  increasing  rate  of  money 
supply,  due  to  its  high  fluctuation  of  inflation.  Yet, 
Hexico  appeared  quite  stable  in  low  money  supply  rates 
before  the  first  oil  crisis,  because  of  its  stable 
Inflation.  Taiwan  and  Korea  Implemented  relatively 
restrictive  monetary  policies  that  were  simultaneously 
compatible  with  conservative  (tight)  fiscal  policies  and 
price  stabilization  policies.  This  can  be  evidenced  by  the 
low  ratio  of  money  supply  relative  to  GN?  (see  Figures  6-27 
and  6-28).  Monetary  restrictions  reduced  the  demand  for 
foreign  exchange;  discouraged  the  outflow  of  domestic 
capital;  and  stimulated  foreign  capital  inflow  (Diamand, 
1986) . Monetary  expansion  during  the  period  1953  to  1972 
did  not  disturb  economic  activity  and  marhet  prices. 
Nevertheless,  the  impact  of  changes  in  the  money  supply  in 
the  four  KICs  did  not  significantly  differ  in  their  economic 
growth  until  the  first  oil  crisis  took  place.  After  1973, 
Brazil  and  Hexico  started  losing  control  over  the  money 
supply  as  a result  of  overvaluation  of  exchange  rates, 
capital  flight,  severe  fiscal  crisis,  and  incredible 
external  debt  payments  and  services,  which  generated  actute 
inflation  and  brought  their  economies  to  a dead  end. 


There  are  eeveral  major  causes  to  the  change  in  money 
supply:  (1)  changes  in  net  foreign  assets,  (2)  changes  in 
government  fiscal  balance,  (3)  positive  current  account 
balance  of  payments,  (4)  sustaining  foreign  aid  and 
indebtedness,  and  (5}  banking  credits  and  loans  expansion 
(Lundberg,  1979;  Kuo,  1993).  The  Taivanese  and  Korean 
states  pursued  a conservative  monetary  policy  to  sterilize 
the  effects  of  inflation  stemming  from  the  overall  current 
account  balance  of  payments  on  the  supply  of  money. 

Honetary  expansion  was  largely  determined  by  a growth  in 
demand  for  money  that  was  caused  by  the  high  rate  of  savings 
deposits  (Lundberg,  1979;  Fry,  19B5) . The  rise  of  savings 
deposits  with  high  growth  of  national  income  and  profits 
Increased  the  demand  of  money.  The  guantitative  restriction 
of  the  money  supply  policy  retarded  economic  activity  and 
growth,  which  needed  to  be  relaxed.  As  Figure  e-2B  shows, 
monetary  expansion  boomed  in  Taiwan  and  Korea  during  1972  to 


1974  and  1977  to  1978  and  after  1985.  The  boom  was  pushed 
up  by  a vigorous  expansion  of  exports  and  rapid  increases  in 
net  foreign  assets,  which  relaxed  the  policy  of  monetary 
control. 

By  contrast,  Brazil  and  Mexico  increased  their  money 
supply  by  increasing  foreign  borrowing  and  by  governemnt 
deficit  financing--! .e. , money-creation  (Looney,  1985; 
Anglade,  1985) . After  the  second  oil  crisis,  monetary 
expansion  was  out  of  control  (see  Figure  6-26).  The 


exceeded 


share  of  quasi-noney  did  not  exceed  5%  of  GNP  a year  until 
1975.  Quasi-money  surpassed  HI  during  197B  to  1987,  due  to 
the  effect  of  the  oil  boom.  In  1988,  surprisingly,  quasi- 
money  sharply  dropped  doun  approximately  to  the  level  of  HI. 
The  share  of  M2  to  GNP  never  surpassed  20%  during  1950-1977, 
and  it  rose  during  1978-87,  ranging  between  25%  and  35%. 

The  growth  of  quasi-money  and  H2  has  been  sluggish. 

Compared  with  their  high  economic  growth,  Brasil  and  Mexico 
virtually  had  immature  development  on  quasi -money  and  H2 . 

The  low  growth  of  Ml,  M2,  and  quasi-money  in  Brazil 
and  Mexico  was  affected  by  high  fluctuations  in  inflation 
after  1973.  While  the  inflation  rate  was  rising  far  faster 
than  the  growth  rate  of  the  money  supply,  the  growth  rate  in 
money  expansion  was  surprisingly  low  in  real  terms.  During 
1973-1979  and  in  the  1980s,  Brazil  had  an  annual  average  of 
inflation  (based  on  consumer  price  index)  of  about  30%  and 
more  than  100%,  respectively,  and  Mexico  had  annual 
Inflation  rates  of  about  20%  and  70%  in  the  same  periods. 

The  growth  of  the  money  supply  during  1973-1980  and  in  the 

in  Mexico,  respectively  (see  Figure  6-26).  Apparently, 
growth  in  the  money  supply  did  not  contribute  to  the  growth 
of  GNP  and  the  quasi-money  ratio.  Losing  control  in  the 
money  supply  pushed  up  inflation.  It  is  clear  that  the  low 


ratio  of  quasi-money  to  GNP  mainly  resulted  from  a low 
Interest  rates  policy,  runaway  inflation,  low  savinqs 
deposits,  and  capital  outflow.  A low  ratio  of  domestic 
savinqs  and  quasi-money  to  6NP  restricted  both  the  expansion 
of  the  banking  system  and  the  growth  of  capital  formation; 
this  low  ratio  also  indicated  the  tendency  toward  high 
consumption,  which  stimulated  imports. 

All  these  effects  deteriorated  the  balance  of 
payments,  which  led  to  a further  utilization  of  Brazil's  and 
Mexico's  foreign  exchange  reserves.  This  result  has  reduced 
Brazil's  and  Mexico's  international  credit  worthiness  and 
has  made  future  borrowing  more  expensive,  subsequently, 
inflation  was  fueled  and  pushed  up;  therefore  the  entire 
economy  collapsed.  It  seemed  too  late  and  more  difficult  to 
take  action,  such  as  a cut  in  imports  and  public 
expenditure,  restrictive  money  end  credit  expansion,  and 
wage  rates,  to  remedy  its  development  strategy  from 
expansion  to  stabilization.  The  low  ratio  of  M2  to  GMP  was 
evidence  that  exposed  the  thorough  failure  of  Brazil's  and 
Mexico's  economic  development. 

The  trends  of  Ml  and  quasi-money  in  Brazil  and  Mexico 
were  surprisingly  different  from  those  in  Taiwan  and  Korea, 
which  indicated  different  results  in  their  development 
patterns.  The  rise  in  the  M2/GNP  ratio  was  largely 
dominated  toy  interest-bearing  bank  deposits,  which  served  as 
a major  instrument  of  domestic  savings.  The  expension  of 


formation  was  piled  up.  By  contrast,  in  Brazil  and  Mexico, 
the  increase  in  money  supply  resulted  in  the  fall  of 
interest  rates,  which  stimulated  mere  spending,  increasing 
spending  encouraged  Imports,  thereby  worsening  the  trade 
balance.  Low  interest  rates  stimulated  investments,  but 
they  provided  less  available  investment  funds  and  thereby 
raised  demands  of  money.  Lover  interest  rates  also 
discouraged  foreign  capital  inflow  and  drove  out  domestic 
capital,  which  finally  deteriorated  the  current  account 
balance  of  payments. 


Inflation  under  control  enabled  East  Asian 
to  sustain  economic  growth,  whereas  Latin  American 
, unable  to  control  inflation,  were  brought  into 

c stagnation.  Several  reasons  stand  out  for  their 
divergent  development  in  relation  to  inflation.  First, 
stable  inflation  in  East  Asian  HlCs  increased  international 
competitiveness  because  the  real  exchange  rate  was  close  to 
the  value  consistent  with  long-run  equilibrium.  Exports 
were  encouraged.  High  inflation  in  Latin  American  NICs 
allowed  Increasing  overvaluation  before  having  to  devalue. 
Overvaluation  was  created  by  the  inflation  rate  exceeding 
the  devaluation  rate.  High  inflation  rates  with 
overvaluation  discouraged  exports,  but  increased  imports 
(Fischer,  1968) . Furthermore,  a large  devaluation  also 
precipitated  Inflation  rates.  Clearly,  exchange  rate 
policies  would  be  used  as  an  alternative  or  as  a complement 


keep  inflation 


exchange  rate  at  equilibrium  level  became  crucial  to  euetain 
economic  growth. 

second,  high  interest  rates  in  East  Asian  Nice 
encouraged  savings  and  decreased  consumption.  High  interest 
rates  can  not  only  lead  to  lower  inflation  rates  through  a 
tight  money  supply  but  also  prevent  capital  flight. 

Inflation  can  affect  interest  rate  policies,  and  interest 
rates  can  influence  inflation  rates.  Real  interest  rates 
generally  tend  to  be  high  as  a result  of  a fall  in  Inflation 
rates.  The  adjustment  for  the  reduction  in  nominal  interest 
rates  and  inflation  rates  is  closely  related.  The  interest 
rate  strategy,  undoubtedly,  could  be  used  as  an  alternative 
or  as  a supplement  to  macroeconomic  policies  as  well. 

Third,  East  Asian  NICs,  with  inflation  under  control, 
stabilised  domestic  market  prices,  which  encouraged  the 
holding  of  domestic  financial  assets  relative  to  real 
assets.  Capital  flight  did  not  Cake  place.  Price  and 
financial  stability  allowed  the  government  agencies  to  slow 
down  their  monetary  expansion.  Vet,  the  persistent 
inflation  in  Latin  American  HICs  discouraged  the  holding  of 
domestic  financial  assets.  Capital  flight  occurred.  It  was 
understood  that  the  quantity  of  money  supply  should  be 
increased  as  much  as  needed  to  maintain  that  inflation  cate. 
An  adequate  monetary  policy  would  stabilize  inflation  rates 
and  stimulate  economic  growth.  The  extraordinary  monetary 


supply  for  the  purpose  of  sustalnlnci  eeonoBlc  growth  wouia 
aggravate  inflation  and,  ultimately,  economic  growth  itself. 

Fourth,  the  tax  system  lacked  efficiency  at  high 
inflation  rates,  decreasing  the  real  value  of  the  taxes 
collected.  Besides,  the  greater  the  fiscal  expansion,  the 
larger  was  the  fiscal  deficits.  In  order  to  finance  the 
fiscal  deficits,  foreign  borrowing  was  needed  and  money 
supply  was  forced  to  increase.  As  a result,  the  growing 
fiscal  deficits  generated  severe  inflation  problems. 

Latin  American  NICs  have  run  sore  expansionary  fiscal 
policies  than  have  their  East  Asian  counterparts  (Sachs, 
198S;  Fischer,  1988;  Lin,  1989).  Latin  American  NICs 
appeared  to  have  a difficult  time  raising  sufficient 
government  revenues  and  so  have  resorted  to  inflationary 
money  printing  to  finance  state  expenditure  and  foreign 
borrowing.  Both  Inflation  rates  and  fiscal  deficits  can  be 
improved  by  adjusting  fiscal  and  monetary  policies,  such  as 
reducing  government  expenditures  and  raising  government 
revenues,  coupled  with  restraining  monetary  and  credit 
policies.  The  performance  of  fiscal  and  monetary  policies 
in  Latin  American  and  East  Asian  NICs  had  been  notably 
divergent. 

The  basic  difference  between  the  two  regional  NICs  has 
been  in  the  quality  and  option  of  domestic  policies.  The 
difference  has  been  closely  associated  with  whether  their 
state  policies  continued  inward-oriented  or  outward-oriented 


development  strategies. 


been  associated  with  persistent  inflation^  whereas  EOI  has 
been  associated  with  inflation  control.  Inward-oriented 
development  strategies  eventually  restrained  the  Improvement 
of  international  competitiveness  of  domestic  industries  and 
postponed  the  adjustment  of  domestic  policies;  that  was  what 
happened  in  Latin  American  NICs.  The  lack  of 
competitiveness  and  the  persistent  inflation  along  with 
external  shocks  resulted  in  the  poor  export  performance  and 
balance  of  payment  problems.  Under  the  inward-looking 
development  strategy,  Latin  American  NICs  have  undertaken 
stop-and-go,  inconsistent  macroeconomic  policies. 

By  contrast,  outward-looking  development  correlated 
with  market-oriented  policies  and  attained  domestic  price 
stability.  Inflation  control  was  stressed  by  policy-makers. 
Low  inflation  rates  stimulated  export  growth  in  line  with 
dynamic  comparative  advantages.  Increase  in  world  market 
competitiveness  of  domestic  industries  was  attributable  to 
inflation  stability. 

The  divergent  pattern  of  economic  development  was 
magnified  in  the  decade  after  the  first  oil  shock  due  to 
different  policies  in  response  to  external  shacks.  After 
the  second  oil  crisis,  growth  in  Latin  American  NICs  was 
grounded  to  a halt,  with  massive  external  debts.  Yet,  East 
Aslan  NICs  coped  reasonably  wall  with  the  two  external  oil 
crises,  with  a slight  fall  in  growth  rates  and 


without 


serious  debt  probleas.  East  Asian  Nica  acted  strongly  to 
control  the  resurgent  inflation  and  restore  their  internal 
conpetitivenesB,  whereas  Latin  Anerlcan  HICs  attempted  to 
sustain  domestic  growth  through  external  borrowing  and 
renewed  inward  orientation  of  their  development  policies, 
successful  stabiliration  and  adjustment  efforts  after  the 
first  oil  shock  enabled  East  Asian  Nice  to  surmount  the 
economic  problems.  By  contrast,  the  reliance  on  external 
credit  and  the  excessive  use  of  Indexing  led  Latin  American 
KICe  to  have  serious  debt-service  problems  and  spiraling 
inflation  after  the  second  oil  shock. 


CHAPTER  7 

THE  STATE  AND  SOCIAL  CLASSES  (1950-1970) 

The  State  v»rauB  Labor  organization 

the  state  playe  the  doninant  role  in  labor  control.  Labor's 
political  weakness  is  due  to  their  political  exclusion  under 
strong  authoritarian  regimes.  The  launch  of  EOI  was 
accompanied  by  heightened  labor  repression.  Export 
conpetitiveness  was  highly  dependent  on  low  cost^ 
disciplined  labor.  Politically  or  socially  guaranteed  labor 
peace  (docility)  and  the  containment  of  labor  costs  were 
indispensable  requirements  tor  the  promotion  of  EOT.  A weak 
labor  movement  guaranteed  labor  discipline,  which,  at  the 
outset,  provided  a basis  for  SOI  during  the  early  19S0s. 
Thus,  in  neither  Taiwan  nor  Korea  has  the  organized  labor 
class  been  an  important  factor  in  shaping  economic  and 
social  policies. 

In  Latin  American  Nics,  labor  movements  have  long 
played  a powerful  role  in  national  politics.  On  the  one 
hand,  organized  labor  comprised  an  important  political 
support  base  for  development-oriented  ruling  elites  who 
consented  to  escalating  labor  wage  and  welfare  demands 
(Deyo,  1984).  On  the  other  hand,  organized  labor  retained 


itB  capacity  to  challenge  economic  and  political  elites, 
even  under  repressive  regimes,  through  effective,  organized 
protests  and  movements.  The  earlier  stage  of  ISI  was 
associated  with  the  rise  of  an  urban  businees-labor 
coalition,  as  the  growth  of  the  industrial  work  force 
generated  an  expanding  consumer  market  for  the  new 
manufacturing  sectors.  Industrialization  in  Latin  American 
NiCs,  oriented  toward  domestic  markets,  minimized 
internationally  competitive  labor  costs  as  a basis  for 
growth.  Thus,  a protectionist  strategy  made  it  possible  to 
grant  concessions  to  labor  because  international 
competitiveness  was  not  at  issue. 

state-labor  relations  directly  affected  the  process  of 
state  capital  accumulation,  development  strategies,  and  the 
pattern  of  economic  development.  The  reaction  of  labor’s 
struggle  and  the  characteristics  of  a state  were  major 
determinants.  The  "political  bargaining"  characteristic  of 
a strong  state  came  to  control  wage  determination,  arbitrate 
labor  disputes,  control  labor  and  trade  unions,  eliminate 
labor  demands,  and,  furthermore,  promote  export 
manufacturing  value-added.  Strong  labor  disputes  and 
struggles  in  national  politics,  however,  have  forced  the 
state  to  increase  social  and  public  expenditures.  The 
following  discuseion  will  focus  on  several  aspects  of  state- 
labor  relations.  These  several  aspects  were  closely 
interrelated  (see  Appendix  D,  Table  D.2). 


(1)  (2)  (1)  (2)  (1)  (2)  [1)  (2) 


each  year.  During  the  ISSOs,  the  number  ot  EtriKes  in 
Taiwan  and  Korea  decreased  sharply,  partly  because  ot  the 
ejcport-orientad  strategy  induce  foreign 


option  of 


locations 


repressive  environnencs  and  low  social  cost 
guarantee  their  high  profitability  (Hayyar,  1978;  Peith, 
1978).  In  Taiwan  and  Korea,  increased  repression  was  a 
strategy  for  attracting  foreign  direct  investments  and  then 
for  promoting  EOI. 

In  Brazil,  the  number  of  strides  Increased  from  11  in 


and  S04  in  Hexico  in  1963.  Approximately  80,989  workers 
were  involved  in  1962  in  Mexico,  compared  to  19,990  in  Korea 
and  S42  in  Taiwan  in  1963;  no  data  are  available  for  Brazil. 
During  1953  to  1964,  Mexico  had  a higher  rate  of  labor 


strikes  than  Brazil.  Thus,  the  Mexican  state  faced  more 
severe  labor  challenges  than  did  Brazil  from  19S0  to  1970 
(see  Table  7-1) . Consequently,  Brazil  generated  the  better 
environment  demanded  by  HNCs  than  did  Mexico.  The  dependent 
development  model  in  Brazil  tended  to  increase  repression  of 
labor  to  attract  foreign  inveetments  and  to  promote  exports 
(Sheahan,  1980).  Yet,  the  Mexican  state,  with  its  labor 
pressures  for  high  wages,  was  difficult  to  pursue  export- 
oriented  industrialization  and  to  induce  HNCs  in  labor- 
intensive  sectors. 


From  a state  viewpoint, 
more  or  lees  reflected  the  st 
activities.  Growth  of  state 
power  tor  mobilizing  its  labo 
repression  was 


the  extent  of  state  repression 
ate's  power  to  control  labor 
repression  increased  state 


force.  Generally,  state 


associated 


authoritarian  regimes. 


that  rose  above  contending  social  forces  to  pursue  their  own 
development  objectives  (O'Donnell,  1973).  public  policy  was 
centrally  concerned  with  proncting  advanced 
industrialisation.  The  transition  to  authoritarian  regimes 
was  generated  by  social  and  political  tensions  derived  from 
changes  in  industrialisation  and  social  structure  at  both 
the  state  and  mass  level  (labor  level  in  part).  Soonooic 
growth  linked  with  authoritarian  regimes  has  been 
characterised  as  the  case  for  the  four  NlCs'  development, 
but  somehow  the  nature  of  authoritarian  regimes  in  the  four 
Nics  differed  because  of  their  different  historical,  social, 
cultural,  and  political  contexts.  These  resulted  in 
different  formations  of  labor  classes  and  organisations  in 
relation  to  state  formations  and  responses,  which  determined 
a state's  relative  autonomy  from  society. 

In  Taiwan,  the  Koumintang  government  and  its  military 
relocated  from  mainland  China  to  the  island  in  1949. 

Taiwan's  power  structure  was  crucially  changed.  The 
Taiwanese  local  government  was  replaced  by  the  Koumintang 
government  as  the  center  of  Taiwan's  political  power.  The 
decision  of  policy-making  shifted  into  the  hands  of 
Koumintang  leaders.  Taiwan,  as  a result,  was  under  the 
Koumintang  rule  for  four  decades. 

The  government  and  party  system  in  Taiwan  was  clearly 
an  authoritarian  regime  (Winckler,  1961:52).  chiang  Kai- 
shek  was  supreme  director-general  of  the  Koumintang  and 


conmander  i 
ruled  by  a 


chief  of  the  arned  forces.  Taiwan,  hen 
o-callad  "party-nilitary"  dictatorship  a 
the  i950B  in  Taiwan.  After  noving  to  T 


the  Kounintang  suspended  general  elections.  The  party 
maintained  its  dominance  and  political  interests  by  freezing 
the  membership  of  the  Five  Yuans  and  National  Assembly. 

since  1949,  the  Kounintang  state  in  Taiwan  has  had 
considerable  autonomy  from  the  indigenous  class  structure  of 
Taiwanese  society.  Because  of  a strong  military  power,  a 
huge  state  bureaucracy,  and  U.S.  military  and  economic  aid, 
the  Kounintang  faced  few  obstacles  to  consolidating  its 
position  in  Taiwan  as  an  actor  free  to  act  independently  of 
Taiwanese  class  interests  in  the  process  of  integrating  and 
modernizing  the  nation.  Besides,  the  Implementation  of 
martial  laws  prohibited  any  organizational  activities  and 
formation  and  avoided  any  social  conflicts  and  struggles 
with  authority.  Thus,  there  was  neither  organized  political 
movements  nor  armed  forces  to  threaten  the  Koumintang  state. 
Also,  after  the  "Br  Er  Pa"  (February  28)  incident  in  1947, 
d political  elites  had  been 
0 indigenous  capitalists  or  elites 
a regime  economically  or 


Taiwan's  old  intellectual  a 
liquidated.  There  were 
to  seriously  challenge  t 
politically. ^ 

Horecver,  the  success  of  la 
living  standards  and  guaranteed  r 


1 reforms  raised  peasants' 
•al  stability.  Through 

, and  Mandal  (1970). 


land  refotiBS,  the  Kounintang  state  reshaped  the  rural  pover 
structure,  which,  in  turn,  sacrificed  landlord  clase 
interests.  Finally,  due  to  external  threats  from  connunist 
China,  the  Taiwanese  people  were  more  willing  to  comply  with 


conflicts  and  to  strengthen  national  defense  for  national 
survival.  Therefore,  the  Koumintang  state  had  free  rein  for 
activity  and  set  out  to  reshape  Taiwanese  society  step-by- 
step.  The  Koumintang's  development  policy,  with  its  high 
state  autonomy  from  society,  made  Taiwan  economically  and 
militarily  powerful.  The  Koxuolntang  state  pursued  economic 
development  as  a means  for  achieving  both  political  and 
social  stability,  as  well  as  its  legitimacy  and  credibility. 

Korea  became  an  authoritarian  state  after  Park  Chung 
Ree  led  a military  coup  in  1961  and  was  officially  "elected" 
president  in  1964.  As  Lis  (1986)  argued,  the  Korean 
military  entity  had  become  an  institution  in  the  early  1960s 
and  enabled  Itself  to  seize  political  power.  By  its  huge 
military  presence,  limitation  of  political  movements  and  of 
organization  formation,  U.S.  military  and  economic  aid,  and 
adoption  of  martial  laws  in  some  certain  critical  periods, 
the  Park  state  gained  higher  levels  of  neutrality  from 
society  than  the  Rhee  civilian  government  had  done  during 
the  1950s.  Like  the  Koumintang  state  in  Taiwan,  the  Park 
state  Increased  intervention  in  the  development  process  for 
capital  accumulation  and  legitimacy.  Until  1979,  it 


different  class  cfroups. 


exercised  greater  control  over 
Democratic  Republic  Party  {DRP)  vas  establisbed  to  support 
Park's  ruling  position.  The  DRP.  similar  to  the  Koumintang 
party  in  Taiwan,  was  extremely  centralized  and 
hierarchically  structured.  The  Park  and  the  koumintang 
states  were  like  the  Leninist  state  in  etructure  and  in 
their  democratic-centralist  principles  of  organization.  The 
military-authoritarian  regimes  in  Taiwan  and  Korea,  thus, 
were  in  a strong  position  to  control  state  apparatus, 
extract  resources,  and  mobilize  labor  forces. 

The  working  class  was  never  organized  in  Taiwan  and 
Korea  until  the  1980s.  In  addition  to  state  repression, 
labor  docility  resulted  from  the  effects  of  culture,  equal 
income  distribution,  and  high  employment.  From  1950  to 
1970,  tranquil  labor  relations,  Taiwan  and  Korea  achieved 
their  development  goals  through  more  direct  authoritarian 
means.  Strikes  and  collective  bargaining  were  prohibited 
and  outlawed.  Ml  labor  activities  were  under  the  control 
and  supervision  of  the  state.  No  minimum  wage  level  was 
definitely  legislated  (Johnson,  1987).  The  docile  labor 
force  was  used  to  support  state  policies  pursuing  EOI  during 

organized  labor  movements  in  Brazil  and  Mexico  played 
an  important  role  in  decisions  of  policy-making  regarding 
wage  rates,  employment,  and  the  direction  of  political  and 
economic  development  strategy  in  the  early  development 


attempting  to  achieve  conditions 


capital  accumulation  and  economic  growth,  had  to  choose 
between  labor  and  capital.  This  choice  occurred  in  the 
economic,  social,  political,  and  ideological  realm.  The 
large  political  participation  of  labor  organizations  reduced 
the  state's  political  autonomy  and  economic  bargaining 
power.  The  relation  between  organized  labor  and  the  state 
in  Brazil  and  Hexlco  was  the  result  of  the  historical 
pattern  of  socioeconomic  and  political  change.  Labor 
activities  affected  the  state’s  development  strategy  choice 

The  corporatist  system  brought  about  pluralism  in 
state  policy-mahing.  The  pluralist  system  could  redefine 
the  balance  of  political  forces  for  political  interests  and 
decentralize  state  power  and  authority.  Consequently,  the 

subordinate  classes.  The  emerging  labor  movement  in  Brazil 
and  Mexico  was  incorporated  into  national  politics.  The 
working  class  extended  its  economic  and  political 
participation  to  affect  state  labor  policy.  The  form  of 
political  incorporation  influenced  the  choice  between  labor 
and  capital,  which,  in  turn,  determined  the  range  of 
economic  options  for  the  state  policymakers.  The 
corporatist  political  system  increased  labor  organizations' 
ability  to  defend  workers'  economic  and  political  Interests. 


Even  though  Brazil’s  1930  revolution  fomalized 
centralization  of  state  power,  the  corporatist  system 
geminated.  The  function  of  labor  unions  first  evolved 
during  the  Vargas  Sstado  Novo  (Hew  State)  period  of  the 
1930s.  The  political  system  before  1964  was  greatly 
ihfluenced  by  populist  measures  introduced  by  Vargas  in  the 
1930s  and  1940s  (Robock,  1975)  . The  period  from  1946  to 
1964  was  a populist  ohe  and  approached  democracy.  The 
civilian  form  of  legitimation  supported  the  working  class 
and  other  urban  groups,  relaxed  the  repressive  labor  policy, 
and  promised  profit-sharing,  labor  refom,  and  the  extension 
of  social  legislation  and  expenditures  (Anglade,  1985). 

The  oonstitution  of  1946  introduced  democratic 
elections  and  political  competition  in  a multiparty  system. 
It  basically  retained  the  corporatist  system  of  state-labor 
relations  (Erickson  and  Hiddlebrook,  1982;  Erickson,  1977). 
The  law  did  not  prohibit  the  right  to  strike.  Labor  strikes 
were  increasingly  used  to  pursue  labor's  own  advantages  and 
to  support  labor's  influences  on  political  and  economic 
decisions,  especially  during  the  presidency  of  Joao  Ooulart 
(1961-64).  In  the  early  1960e,  labor  unions  fought  for 
their  traditional  limited  role  of  collaborating  in  the 
administration  of  governmental  social  service  programs,  and 
attempted  to  increase  their  political  power  and 
intervention. 


During  the  populist  period,  organized  labor,  to  a 
certain  extent,  allied  itself  with  populist  politicians  tc 
look  for  short-term  gains  and  even  sought  tc  win 
representatives  on  state  policy-making  bodies.  By 
exchanging  political  support  for  political  power  with 
populist  politicians,  the  demands  of  organised  labor  were 
initlatively  considered  and  advanced.  Large  labor  strikes 
and  considerable  political  tensions  over  minimum  wage 
levels,  however,  resulted  in  a period  of  political 
instability.  By  1963,  political  instability  and  the  failure 
of  the  populist  state  to  control  labor  unions  produced 
severe  conflicts  over  wage  levels  and  inflation.^ 

Increasing  political  polarization — the  state  leadership  and 
labor  unions — and  conflicts  ultimately  led  to  a military 
coup  (Humphrey,  1979). 

The  military  coup  in  1964  provided  a basis  for  a new 
form  of  bourgeois  domination.  The  new  regime  did  not  rely 
only  on  popular  acceptance,  much  leas  on  acceptance  from 
labor.  It  altered  the  balance  of  organized  labor  and  the 
state  like  the  previous  corporatist  political  system.  The 
political  power  of  populist  leadership  was  much  destroyed. 
The  control  over  organized  labor  was  retaken.  Brazil  became 
a military  authoritarian  regime.  Brutal  repression  was  used 
to  prevent  any  strikes  or  movements.  Labor  unions  were 


deprived  of  the  rights  to  strike  end  to  bargain 
collectively.  The  autonomy  that  the  labor  unions  had  gained 
in  the  ISSOe  and  19fi0s  was  curtailed.  During  1968  to  1978, 
there  were  no  aajor  strikes  in  Brasil,  which  was  conducive 
to  the  period  of  development,  the  so-called  "gi^asilian 
economic  miracle"  (Hartlyn  and  Horley,  1986)  . 

In  Mexico,  the  corporatist  political  system  had  been  a 
pronounced  feature  since  the  Mexican  Revolution.  Cardenas 
reorganized  the  party  and  expanded  its  base,  creating  party 
sectors  for  peasants,  for  the  urban  working  class,  and  for 
the  middle  class.  The  state  created  an  all-encompassing 
party  to  co-opt  political  opposition,  state-led  pluralism 
and  legitimacy  featured  much  wider  involvement  of  the 
working  class  and  peasants.  The  state,  multiparties, 
organized  labor,  peasants,  and  other  organizations  shaped 
and  controlled  public  debates.  Cardenas  sought  to  combine 
the  working  class  and  allowed  it,  as  a class,  to  share  power 
with  the  capitalist  class.  As  a result,  the  working  class 
cams  to  power  (Delarbre,  1986;  Ramirez,  1989) . Compared 
with  Brazil,  Mexico  historically  had  more  heterogeneity  in 
labor  organization  and  orientation  against  the  state.  The 
Mexican  form  of  corporatism  was  inclusionary,  in  contrast  to 
a more  repressive  exclusionary  regime  in  Brazil  fstepan, 
1978) . The  Mexican  regime  tended  to  be  more  inducement- 
oriented,  whereas  Brazil  relied  on  the  use  of  constraints 


(collier  end  Collier,  1979).  Thus,  state  control  over  labor 
movements  was  more  difficult  in  Mexico  than  in  Brazil. 

In  a sense,  this  corporatlst  state-organized 
participation  was  used  for  the  control  and  inclusion  of 
labor  into  Mexican  politics.  The  nonrepressive 
authoritarian  regime  manipulated  pluralist  ideology  as  a 
deliberate  policy.  The  state  held  control  over  organized 
labor  via  conciliation  and  arbitration  boards,  unions 
controls  and  occasional  repression,  and  anticipatory 
concessions . 

State  intervention  in  the  Mexican  economy  emphasized 
equality  and  secularism,  which  helped  to  legitimize  the 
Mexican  authoritarian  state.  This  would  be  better 
characterized  as  an  authoritarian-pluralist  system  in 
support  of  a strong  state  position  (Levy  and  Szekely,  19S7) . 
The  authoritarian-pluralist  regime  has  been  distinct  from 
the  military-authoritarian  regime  in  Taiwan,  Korea,  and 
Brazil.  The  Mexican  state  generally  initiated  policy  by 
bringing  affected  groups  into  the  policy  process,  mostly  for 
legitimizing  support.  Vet,  the  conflictual  nature  between 
authoritarianism  and  pluralism  in  the  Mexican  political 
system  increased  conflicting  goals  and  interests  and 
intrabureaucratlc  struggles  within  the  ruling  coalitions. 
Depending  largely  upon  the  demands  and  interests  of  various 
groups  and  upon  bargaining  and  conciliation  among  them,  the 
state  eliminated  its  ability  to  dictate  its  will  and  goals 


regardless  of,  or  even  against,  the  interest  of  various 
political  groups.  Political  inclusion  of  oany  groups 
weakened  state  power  over  society. 

The  Hexican  labor  oiovenent  held  the  right  to  strike, 
which  was  enacted  in  the  1917  constitution  (Cockcroft, 

19S3).  The  adoption  of  Article  123  regarding  the  scope  of 
Mexican  labor  legislation  and  the  role  played  by  the  state 
was  a turning  point.  State  policy  favoring  labor 
aobiliaation  resulted  in  major  increases  in  the  number  of 
strikes.  The  legacy  of  the  Hexican  revolution  endowed  labor 
with  more  economic  and  political  involvements  and  shared 
power  with  the  capitalist  class  (Erickson  and  Hiddlebrook, 
1983J . The  Mexican  state,  thus,  increasingly  extended 
social  welfare  expenditures  to  the  labor  sector.  Labor 
affaire  were  brought  into  national  consideration.  In  the 
Hexican  state  it  was  more  difficult  to  restrict  labor 
activities  in  an  attempt  to  enhance  the  state's  own  relative 
autonomy  vis-a-vis  labor  organizations  (Spalding,  19BL; 
Cypher,  1990). 

Socioeconomic  Structures 

Socioeconomic  patterns  were  also  important  in  the 
nature  of  state-labor  relations.  Taiwan  and  Korea  had  more 
comparative  socioeconomic  advantages  in  strengthening  the 
state  power  vis-a-vis  the  working  class  than  Brazil  and 
Mexico.  These  comparative  advantages  enabled  Taiwan  and 


industrial  development. 


cheap  and  high  quality  of  labor  was  considered  a najor  asset 


The  first  advantage  was  the  work  ethic,  expressed  by  a 
willingness  and  ability  to  work  hard  for  low  wages.  Taiwan 
and  Korea  had  highly  industrious  people  who  were  willing  to 


developing  c 
The  virtue  of  diligence  a 


3 work  towards  high  standards. 

1 dedication  is  shown  in  Table  7 
I the  manufacturing  sector 


directly  increased  production.  Ajnong  other  things,  it  i 
also  imply  that  there  was  a United  bargaining  power  of 
labor  to  work  less  hours  because  of  a high  loyality  to  1 
state  or  even  the  naster.  That  was  another  issue. 

The  second  advantage  was  the  emphasis  given  to 
education.  This  further  amplified  labor  quality  and 
productivity,  which,  in  turn,  favored  industrialization. 
With  regard  to  education,  comparative  surveys  showed  th« 
parents  would  like  their  children  to  get  education  as  ml 
as  possible  in  Taiwan  and  Kori 
Mexico.  Vet,  the  difference  i 
resulted  that  Taiwan  and  Korei 
than  Brazil  and  Hexioo.  The  i 
in  the  expansion  of  education, 
improving  education  level  in  Taiwan  and  Korea.  One 
the  impact  of  successful  land  reform,  which  enabled 
farmers  to  send  their  children  to  school.  The  othei 


educational  opportunities 
lad  higher  educational  levels 
.e  of  the  state  was  crucial 
Two  effects  were  notable  in 


availability  of  educational  opportunitieB  in  rural  areas. 

In  contrast,  the  pronotion  of  Brazil's  and  Mexico's 
educations  is  hindered  by  two  factors.  First,  the  unequal 
incone  distribution  leave  nost  people  in  poverty,  which 
discouraged  parents  to  send  their  children  to  school. 

Second,  the  educational  opportunity  is  quite  unequal  between 
rural  and  urban  areas.  Both  states  have  spent  little  for 
prlnary  and  secondary  education.  As  a result,  noet  people 
had  less  opportunity  for  education. 

Hours  of  Hork  in  Manufacturing  (per  week] 

(Unit:  hours) 
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Sources:  ILO— yearbook  of  labour  statiaties.  various 

issues;  For  Taiwan:  CEPAD,  Taiwan  Statistical 
Data  Book . various  issues;  United  Nations, 


The  high  educational  and  aklll  levels  of  the  labor 
force  contributed  to  high  perfomance  in  economic  growth. 
Tables  7-3  and  7-4  show  school  enrollment  rates  and 
illiteracy  rates.  These  demonstrate  that  human  capital  was 
higher  in  Taiwan  and  Korea  than  in  Braril  and  Hexico.  In  a 
sense,  labor  forces  in  Taiwan  and  Korea  were  more 
entrepreneurial,  productive,  and  efficient  than  in  Braail 
and  Hexico.  The  manufacturing  value  added,  as  Figure  7-1 
illustrates,  represented  the  specific  contribution  of 
education,  to  a large  extent.  Higher  educational 
achievement  in  Taiwan  and  Korea  than  in  Brazil  and  Hexico 
explicitly  indicated  the  higher  manufacturing  value  added  in 
the  former  rather  than  in  the  latter.  Besides,  equal 
opportunity  in  obtaining  education  in  Taiwan  and  Korea 
improved  income  distribution.  Brazil  and  Hexico,  due  to 
their  heritages  of  colonialism,  slavery,  and  latifundia,  did 
not  provide  an  equal  educational  system  for  the  mass  of  the 

Income  distribution. 

The  third  advantage  was  the  habits  of  thrift,  which 
have  given  Taiwan  end  Korea  a great  deal  of  domestic 
eavings.  As  discussed  earlier.  Tables  6-1  and  6*2  (in 
chapter  6)  show  that  Taiwan  and  Korea  had  higher  saving 
rates  than  Brazil  and  Hexico  since  1960.  High  savings 
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issues;  For  Taiwan:  CEPM9,  Taiwan  Statistical 
Data  BOOK ■ various  issues;  Ranis  (1990:212,  Table 


increased  household  inoones,  which  more  or  less  guaranteed 
personal  security  and  perhaps  less  suffering  from  small 
government  social  welfare  spendings.  High  savings  enabled 
people  to  tolerate  the  low  wages  paid  and  eliminated  radical 
labor  movements.  These  eventually  not  only  reduced  social 
costs,  which  helped  decrease  production  costs  and  increase 
market  competitiveness,  but  also  eliminated  the  burden  of 
government  fiscal  deficits  on  increasing  social  spending. 

The  fourth  advantage  was  paternalism  and  statism, 
which  posed  great  constraints  on  the  development  of  an 
activist  labor  movement  in  Taiwan  and  Korea,  contucian 
philosophy  stressed  loyalty  to  hierarchy,  authority,  and 
social  order  and  harmony  (avoiding  overt  conflict  in  social 
relations).  Organized  labor  faced  more  constraints  than 
choices  (Lim,  1986;  Ninckler,  1987;  McCord,  1991).  The 


labor  force  waa  so  docile  and  imioobile  thab  the  state 
achieved  a high  level  of  autonomy  from  the  labor  classea. 

In  contrast,  labor  unions  in  Brazil  and  Mexico,  under  the 
impact  of  western  capitalisD,  grew  up  fighting  against  the 
state  and  capitalists  (Deyo,  19S7;  hives,  1989;  Zapata, 

A relatively  well-educated  labor  force  long  accustomed 
to  state-imposed  discipline  contributed  to  a relatively  high 
autonomy  of  the  state  vis-a-vis  the  labor  classes.  Through 
a combination  of  state  authoritarianism,  free  labor  markets, 
paternalism,  high  labor  discipline,  cheap  later,  docility, 
and  hardworking  enthusiasm,  Taiwan  and  Korea  were  successful 
in  their  pursuit  of  EOI. 

State  policy  and  Labor  Wages 

In  relative  terns,  labor  wages  can  be  taken  as  an 
indicator  of  measuring  state  power  vis-a-vis  later  unions. 
The  extent  of  state  repression  or  autonomy  from  society  can 
determine  labor  wage  and  activities.  As  is  widely  agreed,  a 
repressive  state  tends  to  decrease  later  wage  rates  in  order 
to  serve  the  interests  of  HNCs  and  induce  foreign 
investments  (Lopez  and  Stohl,  1989) . On  the  contrary,  a 
high  labor  wage  rate  nay  represent  the  presence  of  a 
relatively  weak  state  position. 

As  shown  in  Figures  7-2,  7-3,  7-4,  and  7-5,  during 
1950  to  1970,  Taiwan,  Korea,  and  Mexico  had  lower  real  wage 
rates  relative  to  each  other's  1975  level  than  had  Brazil. 
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support  and  labor  harmony.  Consequently,  both  high  wage 
rates  and  high  social  costs  discouraged  labor-intensive 
industries.  The  rise  in  the  wage  share  and  social  cost 


drove  out  producers'  profits  and  created  an  illusion  that 
capital-intensive  investments  would  sustain  better  profits. 
Clearly,  the  choice  to  favor  whether  labor  wages  or 
producer's  benefits  was  determined  by  the  tug  of  war  between 
the  growing  labor  militancy  and  the  imposition  of  a 
repressive  authoritarian  state.  The  fluctuating  decision  on 
wage  concessions  produced  Brasilian  and  Mexican  stop-and-go 
policies  on  marooecononic  growth. 


Income  Distribution  and  Social/Polltlcal  Stability 

The  degree  of  inequality  of  income  distribution,  to  a 
larger  extent,  is  one  of  the  crucial  factors  for  agitating 
labor  movements  and  strikes.  In  general,  it  was  considered 
as  an  effect  rather  than  as  a cause  for  macroeconomic 
performance.  As  is  widely  known,  raising  national  income 
improves  the  standard  of  living,  but  an  inequality  of  income 
distribution  would  preclude  many  people  from  sharing  the 
gains  of  economic  growth  and  would  widen  the  gap  between  the 
poor  and  the  rich.  As  a result,  social  unrest  and  conflict 
would  occur  <Kuo,  1983;  sheahan,  1987). 

Taiwan  and  Korea  achieved  the  most  equal  income 
distribution  among  Third  World  countries,  whereas  Brazil  and 
Mexico  were  the  worst.  As  Tables  7-5  and  7-6  show,  during 
the  1950e,  Taiwan  and  Korea  had  unequal  income  distribution. 


similar  to  that  of  Brazil  and  Mexico.  In  the  19606,  the 
former  two  states  apparently  improved  their  income 
distribution,  whereas  the  latter  aggravated  theirs.  In 
1970,  Tsiwan  and  Korea  had  a Gini  coefficient  at  0.32  and 
0.37,  respectively,  compared  to  Brazil  and  Mexico  at  0.65 
and  0.S8,  respectively.  The  ratio  of  income  share  of  the 
richest  20i  to  that  of  the  poorest  206  was  4.6  in  Taiwan  a 


5.9  in  Korea,  compared  to  19.7  in  Brazil  and  16.0  in  Mexico. 
In  Taiwan,  the  income  share  of  the  poorest  406  of  families 
increased  from  11.36  in  1953  to  21.96  in  1971,  and  the 
richest  206  of  families  decreased  from  61.46  to  39.26  in  the 
same  period.  In  Korea,  the  income  share  of  the  poorest  406 
of  families  increased  from  19.46  in  1965  to  19,66  in  1970. 
The  income  share  of  the  poorest  406  of  families  in  Brazil, 
however,  decreased  from  11.66  In  1960  to  76  in  1972  and  that 
in  Mexico  also  decreased  from  14.36  in  1950  to  7.96  in  1968. 
As  can  be  seen  in  Table  7-S,  the  concentration  of  income  in 
the  hands  of  the  top  206  of  the  Brazilian  and  Mexican 
population  were  more  considerably  exaggerated  than  in  Taiwan 


Labor  unrest  in  Brazil  and  Mexico  was  associated  with 
low  living  standards  and  massive  poverty.  Despite  their 
high  economic  growth  achievement  through  the  1970e,  the 
majority  of  people  in  Brazil  and  Mexico  were  still  in  very 
poor  living  conditions.  Severe  ineguality  on  income 
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Note:  Q-Ratio:  Quintile  ratio  is  accounted  by  income  share 
by  upper  20%  over  the  low  ZOt  households. 

sources;  World  Bank,  World  Develeoment  Report  (19B8) ; 

Choo  and  Kin  (1978);  Kuo  (1983:97);  United 
Nations,  Income  Distribution  In  Latin  America 
(1971);  Felix  (1983:265-316);  Hewlett  (1982:317- 

distribution  existed.  Social  conflict  and  struggle 
occurred,  and  thereby  the  state  was  threatened  )oy  political 
instability  and  legitimacy  concerns.  By  contrast,  the 
highly  equal  income  distribution  in  Taiwan  and  Korea 
prevented  la)>cr  unrest  and  political  instability  from 
causing  massive  poverty. 

Inequality  in  income  distribution  in  Brazil  and  Mexico 
resulted  from  several  phenomenan.  The  first  factor  involved 
accession  to  education;  educational  opportunities  were  not 

less  likely  to  raise  their  economic  and  social  levels. 


Second,  their  large  pool  of  unemployed 


underemployed 


people  exerted  downward  pressure 


aggravated  inco&e  distribution.  The  third  factor  pertained 
to  high  population  growth.  Enployment  growth  rates  were  far 
behind  population  growth,  and  thus  created  severe 
unemployment  problems.  As  more  people  were  left  out  of  the 
educational  system,  wage  differences  widened  and  potential 


c growth  was  reduced.  Eventually,  there  was  an 
inorease  in  government  expenditures  for  social  measures, 
which,  in  turn,  aggravated  government  fiscal  deficits. 

Fourth,  unlike  Taiwan  and  Korea  who  emphasized 
agricultural  growth  with  land  redistribution  policy  as  the 
basis  for  industrial  development,  Brazil  and  Hexico  had 
highly  concentrated  land  ownership,  which  worsened  rural 
income  distribution  and  poverty  lines.  Finally,  both  Brazil 
and  Hexico  adopted  capital-intensive  industrialization, 
which  did  not  help  to  expand  employment  opportunities.  The 
deemphasis  on  utilization  of  the  labor  force  not  only 
increased  unemployment  rates,  but  also  decreased  wage  rates 
from  what  they  should  be. 


Increasing  employment  opportunities  is  one  solution  t 
improve  poverty  and  income  distribution.  The  concept  of 
excess  labor  is  not  a matter  of  open  unemployment,  but  that 
there  ace  not  sufficient  opportunities  for  employment  in 
modern  sector  jobs  paying  above-subsistence  wages.  Labor 
absorption  has  cone  closely  with  methods  of  labor 


utilization,  i.e.,  labor-  or  capital-intensive 
industrialization. 

Growth  without  adequately  providing  for  enploynent 
opportunitiee  can  leave  massive  numbers  of  people  out  of  the 
pictxire  and  aggravate  inequality  and  poverty.  The  problem 
is  that  employment  in  manufacturing  in  Brazil  and  Mexico  has 
increased  at  a rate  of  only  per  year,  which  is  less  than 
the  population  increase — Z.Bt  in  Brazil  and  3.6»  in  Mexico 
per  year  from  1950  to  1970.  It  has  been  estimated  that 
adoption  of  a capital-intensive  strategy  has  reduced  by 
about  15%  the  labor  force  requirements  between  1950-1970, 
which  should  have  been  absorbed  by  manufacturing.  In  the 
1950s  and  1960s,  the  growth  of  real  wages  was  so  Impressive 
that  it  improved  labor's  living  standards  while  preventing 
it  from  using  severe  strikes  and  demonstrations. 

Taiwan  and  Korea  had  substantial  unemployment  rates  in 
the  1950s  which  declined  after  1965.  Like  Brazil  and 
Mexico,  Taiwan  and  Korea  both  had  high  population  growth 
rates  of  3.5%  annually  during  the  1950s,*  but  these  declined 
to  2.5%  per  year  in  the  196QS  and  2.0%  in  the  19708.  with 
the  growth  rate  of  employment  in  the  manufacturing  sector  at 
3. 0-4.0%  per  year  after  1960,  Taiwan  and  Korea  reduced 


unemployment  rates  and  absorbed  more  of  the  labc 
productive  lines.  Thanks  to  the  implementation 
Intensive  strategy,  more  low-skilled  labor  were 
into  assembly  lines.  Cheaper  labor  was 


absorbed 


exploited 


comparative  advantage  in  world  market  campetitiveness . The 
low  unemployment  rate  in  Taiwan  and  Korea  also  resulted  from 
a large  proportion  of  the  male  labor  force  drafted  into  the 
army,  and  a low  portion  of  the  labor  force  attending  higher 

on  the  employment  front,  Brazil's  and  Hexico'e 
capital-intensive  pattern  of  industrial  expansion  meant  that 
the  modern  sector  could  create  only  a limited  number  of  jobs 
for  the  growing  labor  force.  Taiwan's  and  Korea's  laloor- 
intensive  pattern  of  industrial  development  meant  that  the 
modern  sector  could  create  a large  number  of  jobs  for  the 
abundant  labor  force.  Furthermore,  the  highly  capital-  and 
skill-intensive  growth  strategy  practiced  in  Brazil  and 
Mexico  made  the  distribution  of  income  even  less  equal  than 
it  had  been.  The  gains  of  economic  growth  vent  to  those 
people  who  had  comparative  skills  and  capital.  As  a result, 
the  top  10%  of  people  possessed  the  lion's  share  of  the 
national  income  (Hartlyn  and  Horley,  1986) . The  labor- 
intensive  growth  strategy  generated  employment 
opportunities.  The  gains  of  economic  growth  have  triclcled 
down  to  most  people,  which  come  to  equalise  income 
distrilmition  (Hade,  1988,  1990;  McCord,  1991), 

The  State-Labor  Relation  and  the  Adoption  of  EOI  and  151 

Brasil's  and  Mexico's  ISI  encouraged  development  of 
capital-intensive  industries,  whereas  Taiwan's  and  Korea's 
EOI  adopted  labor-intensive  industries.  The  former 


eaiphasized  heavy  and  chenical  induatrlea  and  the  latter 
atressed  light,  low-skill,  consumer  goods  industries.  The 
emphasis  on  the  different  leading  sector  resulted  in 
different  proportions  of  the  labor  force  in  light  and  heavy 
Industries.  The  percentage  of  the  manufacturing  workforce 
in  each  heavy  and  light  Industry  stood  roughly  at  35%  and 
20%  in  Hexlco  in  1960  and  32%  and  23%  in  Brasil  in  1976.  In 
contrast,  those  percentages  in  Taiwan  (In  1960)  and  Korea 
(in  1976)  were  19%  and  17%  in  heavy  Industry  and  38%  and  42% 
in  light  industry,  respectively  (Deyo,  1984:280). 

Several  reasons  stand  out  for  the  state-labor  relation 
associated  with  state  development  strategy  of  EOl  or  ISI. 
First,  raising  wage  rates  became  possible  only  under  the  ISI 
regime,  because  there  was  no  need  to  consider  the  relative 
competitiveness  of  exports  in  the  world  narlcet.  The  lal^r 
regime  was  strong  enough  to  demand  or  retain  high  wage 
rates.  At  this  point,  it  was  implied  that  a strong  labor 
regime  was  closely  associated  with  ISI  growth  strategy.  The 
use  of  capital-intensive  method  was  emphasized  in  order  to 
eliminate  the  use  of  labor.  In  contrast,  the  EOI  regime  was 
associated  with  a low-paid  wage  policy  in  order  to  achieve 
comparative  advantages  for  exports.  As  far  as  the  EOI  was 
implemented  for  state  capital  accumulation,  the  state  would 
firmly  repress  lal2or  wages  and  demands.  As  shown  in  Figures 
7-2,  3,  4,  and  5,  low  wage  rates  contributed  to  exports  and 
discouraged  imports,  to  a larger  extant.  This  appeared  that 


the  repressive  state  with  the  weak  labor  regime  intended  to 
employ  the  EOI  strategy,  and  the  labor-intensive  method 
would  be  emphasized. 

secondly,  under  the  confrontation  of  a strong  labor 
regime,  labor-intensive  investments  would  be  eliminated  to 
avoid  conflicts  with  labor.  In  order  to  lure  domestic  and 
foreign  investments,  the  Brazilian  and  Mexican  states 
adopted  ISI  and  protectionism  with  their  large  domestic 
markets.  In  Taiwan  and  Korea,  however,  corresponding  to  low 
levels  of  unionization,  industrial  conflict  in  £01  was 
limited,  which  was  another  impressive  incentive  for 
investments. 

Thirdly,  the  strong  labor  regime  with  their  better 
wages  etimulated  the  demand  for  consumer  goods.  In  order  to 
satisfy  the  growth  of  labor  demands,  the  production  of 
consumer  goods  was  emphasized,  An  ISI  strategy  was  taken  to 
begin  manufacturing  goods  domestically  that  were  previously 
imported.  Weak  labor  organizations  with  low  wage  rates 
reduced  the  demands  of  domestic  consumption  levels.  This 
pushed  producers  to  transfer  their  focus  to  external  markets 
rather  than  to  domestic  markets.  Exports  wers  encouraged 
and  the  EOI  strategy  was  emphasized. 

In  sum,  the  ISI  strategy  accentuated  another  absurdity 
in  Brazil  and  Msxico,  namely,  an  unhealthy  concentration  of 
wealth  among  certain  social  groups  and  regions.  The  fruits 
of  economic  growth  were  not  shared  by  the  majority  of 


people.  The  ISI  irritated  labor  noveeente.  And  yet  both 
states  continued  to  pursue  the  irrational  policy  of 
encouraging  the  use  of  capital-intensive  technology  by 
granting  excessive  fiscal,  credit,  and  foreign  exchange 
advantages  to  doeestic  and  foreign  investors,  Moreover, 
these  policies  were  combined  with  entrepreneur  fears  of 
strong  labor  unions  to  render  the  opportunity  cost  of  labor- 
intensive  type  of  investment  extremely  low.  Also,  both 
Btates  provided  investors  low  interest  rate  loans  to  finance 
capital  investment.  Because  of  high  inflation  rates,  it 
resulted  in  negative  interest  rates.  Hence,  the  capital- 


3 of  ISI  policies  was  pronounced,  and  labor- 
intensive  investment  was  diminished,  which  in  turn  led  to 
high  unemployment  rates  (Sloan,  1984). 

In  addition,  the  bulk  of  government  financial  support 
accrued  to  big  enterprises,  which  could  manage  without  it 
because  capital  for  them  was  not  scarce,  since  they  had 
access  to  credits  and  government  favors  and  they  got 
inexpensive  loans  and  subsidies,  the  use  of  capital- 
intensive  technology  was  encouraged  (Sach,  1970:23).  In 
contrast,  snall-ecale  Industries,  always  along  labor- 
intensive  lines,  starved  for  capital,  pifficult  access  to 
financial  loans  directly  retarded  the  development  of  small- 


scale  industries,  and  thereby  reduced  employment 
opportunities. 


Taiwan  and  Koraa  derived  rhe  major  base  £or  bheir 
outward-looking  development  policy  from  a well-trained, 
hardworking,  docile,  and  low-paid  labor  force.  The 
expansion  of  exports  was  strongly  dependent  upon  a labor 
force  with  good  education  and  discipline.  The  increasing 
rate  of  labor  wage  was  far  behind  the  growth  of  labor 
productivity.  It  provided  a comparative  advantage  in  cheap 
labor  and  high  labor  productivity  in  the  world  market 
competitiveness. 

The  state  versus  Local  Bourgeoisie 

Before  World  war  II,  Japanese  colonlaliam  left  little 
space  in  Taiwan  and  Korea  for  the  emergence  of  a local 
industrial  bourgeoisie.  After  World  war  II,  in  both  Taiwan 
and  Korea,  the  abrupt  removal  of  colonial  power  left  a weak 
bourgeoisie  and  a strong  stats,  which  took  over  formerly 
Japanese  legacies,  confiscated  Japanese  enterprises  became 
the  basis  of  a system  of  state-owned  enterprises.  The  state 
played  a dominant  role  vis-a-vis  the  underdeveloped  local 
bourgeoisie;  it  enjoyed  highly  relative  autonomy  in  policy- 
making. The  state  was  essentially  "in  the  driver's  seat" 
for  national  development.  By  contrast,  Latin  American 
states  were  confronted  by  powerful  industrial  bourgeoisie. 
The  nature  of  relations  between  the  state  and  local 
bourgeoisie  made  it  more  difficult  for  the  state  to  impose 


such  policy  preferences  as  export-oriented  induetrialiratlon 
(EOl) . 

The  ISI  policies  encouraged  Mtin  American  bourgeoisie 
to  be  monopolists  and  have  privileges  under  protection, 
rather  than  being  innovative  and  taking  risks.  The  source 
of  profits  mainly  came  from  protection  instead  of  from 
efficiency  of  entrepreneurs  and  allocation  of  resources. 
Besides,  under  isi-based  capital-intensive  methods,  Latin 
American  states  did  not  provide  their  own  technology,  but 
imported  it,  and  frequently  did  not  even  adapt  foreign 
technology  to  their  own  needs.  This  is  a crucial 
distinction  between  Latin  American  states  and  East  Aslan 
states,  where  emphasis  was  placed  upon  using  less  capital 
investment,  and  more  labor  force- 

The  ISI  strategy  during  the  19508  in  Taiwan  and  Korea 
channeled  their  economies  in  a manner  of  emphasizing 
horizontal  rather  than  vertical  specialization,  i.e., 
producing  labor-intensive  nondurable  consumer  goods.  The 
ISI  strategy  in  Brazil  and  Mexico  during  the  same  period, 
however,  had  initially  stressed  vertical  industrial 
integration  that  tended  to  use  capital-intensive  ways.  In 
this  section,  we  contend  that  the  divergent  strategies  in 
development  patterns  based  on  ISI  or  EOI  were  partly 
involved  with  the  interaction  between  the  state  and  domestic 
capitalists.  Several  aspects  will  be  discussed. 


Thg  orlQin  of, 
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tetter  depicted  as  the  interplay  of  the  state  versus  the 
landlord  class.  The  degree  to  which  state  apparatus  was 
decoupled  from  landed  elites  was  even  more  important  to 
successful  development  of  East  Asian  Nics  than  was  the 
relative  autonomy  of  the  state  vis-a-vis  the  Industrial 
bourgeoisie.  The  period  of  the  19608  saw  the  emergence  of 
capitalist  industrialization.  The  emergent  capitalist  class 
had  less  economic  and  social  linkages  with  the  state  in 
allocating  resources,  but  possessed  the  entrepreneur  spirit 
for  risk  and  innovation  In  business.  In  Taiwan  and  Korea, 
the  petty  bourgeoisie  and  a large  middle  class  emerged 
because  of  the  improvement  in  education  levels  and  the 
growth  of  private  sectors.  The  Incoming  bourgeoisie 
consisted  mainly  of  two  groups:  one  from  formerly  wealthy 
families  (especially  the  landlord  classes]  who  had  made  a 
successful  transfer  to  be  industrialists  after  land  reform; 
and  the  other  from  newly  rich  entrepreneurs,  highly 
motivated  by  entrepreneurship  (Gates,  1981;  Jacobs,  1985; 
Liu,  1967) ' Claes  consciousness  of  capitalists  or  labor  was 


relatively  weak,  because  the  wall  between  them  was  not 
erected  yet.  workers  consciously  did  not  Identify 
themselves  as  lifetime  industrial  laborers,  but  rather  as 


Diddle  class.  A hi9ti  degree  of  entrepreneurial  spirits  and 
a well-educated  labor  force  dininished  ttie  fomation  of 
labor  class  consciousness  against  the  bourgeoisie. 

Both  a siaable  nuDber  of  laborers,  who  were  using 
their  job  to  acouaulate  enough  capital  to  start  their  own 
enterprises,  and  high  turnover  rates  in  enployDent  worked 
against  the  forDation  of  working-class  consoiousnsss  and  the 
solidarity  of  the  capitalist  class  (Gold,  198S;  lId,  19S6; 
Liu,  1987).  High  turnover  from  laborers  to  entrepreneurs 
frequently  occurred.  The  nobility  of  social  economic 
classes  was  high,  because  of  several  factors:  (1)  the 

motivation  tor  success  by  hard  working,  (3)  encouragement  of 
the  state  policy  for  youth  to  create  their  own  enterprises, 
(4)  equal  income  distribution  between  the  poor  and  the  rich, 
and  (5)  high  personal  savings  with  the  predilection  of 
thrift  to  accumulate  enough  investment  capital.  It  also 
highlighted  that  all  of  these  effects  contributed  to  the 
formation  of  a strong  "middle  class  society"  in  Taiwan  and 
Korea,  rather  than  of  labor  or  capitalist  classes. 

The  rise  of  entrepreneurs  in  Taiwan  was  Involved  in 
chat  the  Koumintang  state  would  rather  open  the  economic 
arena  and  encourage  Taiwanese  participation  in  this  sector, 
rather  than  allow  Taiwanese  to  engage  actively  in  national 
level  politics.  This  motivation  resulted  in  the  notable 
outcome:  the  mainlanders  monopolized  the  political  hierarchy 


ana  the  Taiwanese  enjoyea  economic  achievement.®  A 
divielon  of  labor  developed  between  the  nainlander-dominated 
Koumlntang  state  and  the  growing  Taiwanese  private  sector. 
Why  were  private  enterprises  were  encouraged  by  the 


Koumintang?  First,  private  enterplses  were  considered  an 
effective  path  to  economic  development  because  they  could 
attract  a large  amount  of  private  capital  to  invest  and 
increase  return  rates  by  entrepreneurship.  Second,  by 
encouraging  private  enterprises  the  Koumintang  state  would 
acguire  its  legitimacy.  Third,  to  bring  up  private 
enterprises  was  also  the  democratic  commitment  to  the 
betterment  of  Taiwanese  embodied  in  Dr.  sun's  "San-Hin-Chu- 
I."  Fourth,  there  was  a fear  of  a revolution  if  the 
Taiwanese  were  excluded  from  Taiwan's  growing  middle  class 
or  petty  bourgeoisie.  Finally,  emphasizing  development  of 
private  sectors  resulted  from  U.S.  pressure,  by  using 
economic  aid  as  a lever.  All  these  reasons  shaped 
Koumintang  economic  policy  of  encouraging  private 
enterprises  (Gates,  1961;  Liu,  1967).  Thus,  the  political 
leadership  was  separate  from  the  economic  groups  based  on 
the  division  of  labor  in  development. 


In  Korea,  like  in  Taiwan,  the  origin  of  the  capitalist 
class  and  capitalist  industrialization  occurred  in  the 


beginning  of  the  1950s  (Haggard,  1990).  Because  of  Japanese 
imperialistic  colonialism,  the  bourgeoisie  did  not  exist 
before  independence  in  1945.  Land  reform  was  a key  factor 
for  the  political  setting.  After  land  reforms,  it  was  no 
longer  profitable  to  invest  in  rural  land  and  there  began  a 
shift  into  industry  and  commerce.  Korea's  economy  converted 
agriculturally  social  and  economic  relations  from  feudal  or 
semi-feudal  ones  into  capitalist  relations.  The  development 
of  capitalist  agriculture  never  occurred  in  Taiwan  and 
Korea,  but  it  did  happen  in  Brazil  and  Mexico.  The 
Taiwanese  and  Korean  states  were  able  to  eliminate  the 
landlord  class  from  political  power.  Under  Japanese 
colonial  rule  and  the  subsequent  emergence  of  a strong 
state,  the  landlord  class  was  not  affiliated  with  the  state. 
The  political  power  of  the  landlord  class  had  been  severely 
weakened  and,  conseguently,  reduced  the  discriminatory 

The  rise  of  the  bourgeoisie  in  Korea  was  also  through 
acquisition  of  former  Japanese  properties  at  bargain  prices 
and  privileged  access  to  foreign  aid,  bank  loans,  and  public 
contracts.  During  the  Rhee  regime,  the  state  linked  with 
the  bourgeoisie  who  gained  economic  advantages  in  exchange 
for  political  contributions.  This  compromise  (or  a quasi- 
corporatist  organization)  left  the  bourgeoisie  in  a 
politically  weak  and  dependent  position.  The  state- 


bourgeoisie  relationship  led  to  created  a period  of  inport- 
subBtltution  industrialization. 

The  repressive  authoritarian  Park  regime  even  further 
weakened  the  bourgeoisie  by  use  of  military  force.  The  Park 
state,  however,  granted  eoonomic  favors  to  the  bourgeoisie 
in  exchange  for  their  collaboration  with  the  government's 
long-term  development  plan  of  switching  economic  strategy 
from  ISI  to  EOI.  The  collaboration  kept  the  industrial 
bourgeoisie  politically  weak  and  dependent  on  state 
assistance.  Horeover,  the  inflow  of  foreign  borrowing 


capital  increased  the  power  of  the  state  vis-a-vis  the 
bourgeoisie,  because  the  state  was  not  necessarily  dependent 
on  private  local  capital  (Kim,  1979;  In,  1967). 

Increase  of  foreign  investment  capital  also  reinforced 
the  dependent  nature  of  the  local  bourgeoisie.  The  close 
collaboration  between  the  politically  weak  bourgeoisie  and 
the  relatively  strong  state  in  Korea,  and  Taiwan  as  well. 


characterized  the  economic  development  pattern  of  EOI  during 
the  19€0a  and  1970s,  The  Korean  and  Taiwanese  states  can  be 
delineated  as  "hard  state"  regimes  that  had  a highly 
centralized  political  system  to  formulate  decisions  and  to 
coerce  the  will  of  subordinate  social  classes. 

In  Brazil  and  Mexico,  the  colonial  legacy  of  dualism 
in  the  agricultural  sector  brought  up  the  great  modern 


landlord  class.  Mso,  since  1950,  the  dualism  in  economic 
on  the  industrial-agricultural 


existed,  based 


sectors.  The  Industriel  bourgeoisie  emerged  under  the 
inward-loolcing  industrialliation  policies  since  the  1930s. 
the  industrial  bourgeoisie  emerged.  The  Brasilian  and 
Hemican  states  assisted  the  emergence  of  a new  industrial 
bourgeoisie  from  the  old  landowning  and  commercial  elites  by 
erecting  protective  barriers  and  obtaining  windfall  profits. 
The  experience  of  ISI  in  Brazil  and  Mexico,  unlike  in  Taiwan 
and  Korea,  did  not  go  together  with  land  reform.  The 
landowner  class  in  the  modern  agricultural  sector  and  the 
industrial  bourgeoisie  had  been  overprivileged  and  favored 
by  the  state  in  economic  development. 

By  the  end  of  the  1930s,  as  the  protected  domestic 
market  became  saturated  under  the  easy  161,  the  rate  of 
industrial  growth  declined.  Brazil  and  Mexico  continued 
deepening  ISI,  by  shitting  to  the  manufacture  of  producer 
and  durable  consumer  goods;  in  contrast,  Taiwan  and  Korea 
shifted  directly  from  isl  to  EOI.  As  a result,  in  Brazil 
and  Mexico,  the  local  private  sector  and  HNCs  became 
essential  actors  vls-a-vls  the  state  in  the  initial 


development  phase,  whereas, 
was  the  dominant  partner  in 
The  relations  between 


the  triple  alliance  framework. 


industrial  bourgeoisie  in  East  Asian  and  Latin  American  MICs 
raised  fundamental  questions  about  the  applicability  of  the 
authoritarian  regime  to  development  strategy.  To  a degree, 
state  Inducements  and  constraints  was  relevant  to  a state- 


industry  framework.  Mexico,  under  a civilian  and  one-party 
system,  was  considered  as  a semiauthoritarlan  regime  rather 
than  a pluralist  or  democratic  one.  In  terms  of  an 
authoritarian  state,  Braail  had  more  strictive  measures  than 
had  Mexico  in  the  state-industry  relation.  First,  in 
Brasil,  the  military-authoritarian  regime  tended  to  limit 
political  pluralism  and  was  concerned  in  controlling  and 
manipulating  interest  groups.  In  Mexico,  the  private  sector 
had  distinguished  legal  autonomy  and  was  incorporated  into 
the  political  party  since  the  1930b.  state  inducements  for 
the  private  sector  were  stronger  than  state  constraints  over 
the  private  sector  (collier  and  Collier,  1979>. 

secondly,  Brasil  had  lower  social  class  mobilisation 
than  Mexico.  In  Brasil,  the  private  sector  was  only 
mobilised  to  support  the  state  in  certain  period,  and 
political  participation  was  at  its  lowest  levels.  The 
industrial  bourgeoisie  was  mobilized  to  a limited  degree, 
but  only  to  suit  the  intention  of  the  state.  In  Mexico,  the 
entrepreneurs  involved  in  politics  and  economic  policy- 
making brought  about  a mixed  economy  during  1940-1970 
(Arronte,  1987).  Entrepreneurs  often  became  personally 
Involved  in  the  implementation  of  policy,  especially  as  it 
affected  them.  The  local  bourgeoisie  even  played  a major 
role  in  affecting  certain  foreign  policy  decision  in  Mexico 


(Dominguez , 


Thirdly,  Brazil  had  more  hierarchical  ordering  of 
relations  in  a centralized  leadership  than  Mexico  had  in  the 
econonic  policy-naking  process  (Story,  196S) . After  the 
nid-l960s,  the  Brazilian  state,  like  the  Korean  state, 
granted  certain  privileges  to  the  bourgeoisie  in  return  for 
their  political  support  rather  than  because  of  personal 
relationships.  In  Mexico,  the  power  structure  was  not 
oligarchic  and  centralized.  The  patronal  rule  in  the 
Mexican  state  and  bourgeoisie  relation  were  influenced  by 
personal  relationship.  The  type  of  personal  contacts  and 
relations  between  the  state  and  bourgeoisie  representatives 
was  in  an  atmosphere  of  distrust,  \mcertainty,  and  suspicion 
(Smith,  1979;  Story,  1986). 

The  public  Sector  versus  the  Private  Sector 

The  relation  between  state  enterprises  and  Che  private 
sector  also  influenced  the  developmental  tendency.  In 
Taiwan  and  Korea,  the  formation  of  the  state  after  World  War 
II  was  accompanied  with  a large  public  sector  by  virtue  of 
the  confiscation  of  former  Japanese  colonial  assets,  with 
the  nascent  capitalist  formation  transformed  from  the 
landlord  class  and  without  the  involvement  of  foreign  firms, 
the  state  corporation  dominated  industrial  production 
throughout  the  1960s.  Acgulsitions  of  the  1950s  placed  a 
larger  share  of  the  industrial  output  in  the  hands  of  the 
state  in  Taiwan  and  Korea  than  in  any  developing  country  at 
that  time.  The  state  had  full  control  over  most  critical 


industrial  sectors,  and  acted  as  a "state  entrepreneurship" 
(Clerk,  1988;  Lin,  1986).  The  state  enterprise  was  used  as 
an  effective  neans  of  strengthening  state  power  to  allocate 
resources.  Nevertheless,  the  expansion  of  private  sectors 
started  with  export-led  growth  in  the  early  1960s.  Not 
until  1970,  did  the  private  sector  )3ecoBe  the  leading  sector 
in  the  whole  econony. 

The  inportance  of  public  enterprises  can  )oe  indicated 
in  terns  of  the  relative  contribution  to  national  output 

Taiwan,  the  public  sector  shared  about  57»  of  total 
industrial  production  and  56.7*  of  nanufacturing  output  in 
1952  (Ansden,  1985:91).  The  share  of  state  enterprises  in 
total  industrial  production  fell  from  48%  to  21%  between 
1962  and  1971  (Clark,  1988:110),  By  the  early  19B0S,  the 
share  of  the  public  sector  in  industrial  production  fell  to 
less  than  20%.  The  share  of  state  enterprises  in  industrial 
value-added  was  43.1%  in  1951  and  it  declined  to  20%  after 
1964  (Alan,  1989:60).  The  private  sector  jiecane  the  dynamic 
sector  bringing  about  Taiwan's  economic  growth.  During  the 
1950s  and  1980b,  emphasis  on  the  expansion  of  the  public 
sector  and  the  elimination  of  the  private  sector  were 
derived  from  the  tenet  of  Dr.  Sun  Yat-sen,  who  criticised 
the  malady  of  monopoly  capitalism.  His  advocation  was 
imposed  upon  the  state's  development  ideology  and  policy 
decisions.  These  large-scale  industries,  such  as  steel, 


shipbuilding,  petrochemicals,  energy,  transportation,  and 
communication,  were  all  necessarily  owned  by  the  state. 
Besides,  the  state  held,  wholly  or  partially,  all  banhing 
unite.  Foreign  banks  were  not  allowed  to  be  established 
until  1969  (Amsden,  1965) , 

Privately  owned  (irms  were  pretty  small  in  size  and 
engaged  In  nascent  industries  and  primitive  production 
(Gold,  1986;  Ho,  1976;  Kuo,  1963).  Land  reform  was  the  key 
to  generate  the  formation  of  new  and  Inexperienced 
industrial  capitalists  out  of  the  agricultural  economic 
system.  They  heavily  relied  on  state  assistance  and  were 
willing  to  follow  the  state's  development  strategy.  Thus, 
the  state  efficiently  wielded  the  allocation  of  entire 

Korea  resembled  Taiwan  in  some  aspects.  First,  the 
state  nationalized  all  of  the  Japanese  colonial  legacies 
that  produced  a large  portion  of  industrial  production. 
Second,  the  state  owned  all  banks  and  nonbanking  financial 
institutions.  The  heavy  involvement  of  the  state  in  these 
financial  institutions  facilitated  the  management  of  the 
economy.  Third,  the  formation  of  the  Korean  capitalist 
class  began  in  the  I950e.  The  very  foundation  of  the 
industrial  structure  for  the  private  sector  was  the 
transformation  of  the  agricultural  landlord-tenant  system. 
The  transfer  of  landed  wealth  into  merchant  or  industrial 
capital  in  the  19506  was  in  response  to  land  reform. 


FourCh,  state  enterprises  were  located  in  nonopolistic  or 
oligopolistic  earkets,  thereby  preventing  any  competitive 
pressure.  Fifth,  state  enterprises  served  to  consolidate 
the  legitimate  power  of  the  state  and  allowed  the  state  to 
eliminate  the  bargaining  power  of  external  and  internal 
sectors.  Finally,  all  these  state  enterprises  provided  a 
major  source  of  state  revenues.  Unlike  Taiwan,  Korea  began 
to  transfer  the  public  sector  to  private  hands. 

Compared  to  Taiwan,  Korea  lees  emphasised  the  degree 
of  dependence  on  state  enterprises  in  the  economy  due  to 
pressure  from  the  U.S.,  and  societal  impact.  The  state 
enterprise  sector  yielded  22.1%  of  GDP  in  1976,  compared  to 

Sakong,  1961:15-6).  state  enterprises  in  Taiwan  shared 
about  as  high  as  62%  of  total  domestic  investment  in  19S8, 
which  still  remained  as  much  as  50%  in  1960.^  In  Korea,  it 
accounted  for  about  30%  of  total  investment  in  the  late 
1960a  and  early  1970b  (Haeon  et  al.,  1960:273).  Those  in 
Brazil  and  Mexico  accounted  for  about  35%-40%,  individually, 
of  total  investments  during  the  period  1950  to  1970.  The 
Taiwanese  state  owned  much  larger  state  enterprises  than  did 
Korea.  This  demonstrates  that  the  impact  of  social  classes 
or  private  sectors  in  Korea  was  relatively  stronger  than  it 
was  in  Taiwan;  and  the  Taiwanese  state  played  a much 
stronger  entrepreneurial  role  than  had  Korea  (Lim,  1986) . 


This  involved  Che  repressive  military-authoritarian  rule  In 
Taiwan  began  in  1949  (at  the  outset  of  Taiwan's 
development),  which  was  earlier  than  in  (Corea,  where  It 
occurred  after  1961  (on  the  halfway  of  Korea's  development). 

In  Brazil  and  Mexico,  the  growth  of  public  enterprises 
in  the  former  country  was  very  similar  to  that  of  the 
latter.  First  of  all,  the  emergence  of  Brazilian  and 
Mexican  state  enterprises  can  be  traced  back  to  the  1930s 
(the  period  of  Vargas  in  Brazil  and  of  Cardenas  in  Mexico) . 
The  creation  of  state  enterprises  accompanied  their 
industrialization  in  the  late  19303  and  19406  based  on  ISI. 
state  enterprises  provided  basic  inputs  necessary  for  modern 
industries  (Trebat,  1981;  Arronte,  1987).  Second,  the 
creation  of  state  enterprises  in  Brazil  and  Mexico  was  in 
response  to  the  impact  of  nationalism  against  foreign  firms. 
Nationalization  was  undertaken  subsequent  to  heated  domestic 
outbursts  of  nationalistic,  anti-imperialist  sentiment 
[Benneth  and  Sharpe,  1985;  Evans,  1979).  Third, 
nationalization  policies  challenged  the  HNCs  and  even  large 
domestic  private  entrepreneurs.  The  establishment  of  state 
enterprises  in  Brazil  and  Mexico  were  also  taken  as  an 
essential  means  of  counterweights  to  MNCs.  Finally,  the 
nationalization  policy  in  Brazil  and  Mexico  tended  to  taka 
over  the  control  of  several  sectors,  such  as  petroleum, 
banking,  electricity,  steel,  railways,  and  telecommunication 


during  1930-1970.  Foreign  investnenta  were  only  considered 
as  an  alternative  when  state  enterprises  were  incapable. 

Nevertheless,  the  different  characteristic  of  state 
enterprises  between  Brazil  and  Mexico  were  also  evident. 

For  instance,  Brazil  was  more  concerned  about  the  growth  of 
public  enterprises  to  meet  domestic  demands  than  was  Mexico. 
Mexican  state  enterprises  were  more  concerned  about  social 
objectives,  whereas  Brazil  was  more  concerned  about 
commercial  interests  {Trebat,  1901).  Mexico  used  fewer 
state  enterprises  to  compete  with  private  enterprises  in  the 
market.  Mexican  state  enterprises  always  kept  prices  low  as 
a subsidy  to  consumers,  whereas  those  in  Brazil  tended  to 
raise  the  prices  and  to  eliminate  market  competition  in 
order  to  obtain  high  return  rates.  In  comparison,  Brazilian 
state  enterprises  were  more  important  in  overall  resource 
allocation  and  were  stronger  in  determining  economic 
decisions  than  were  Mexican  ones.  Indeed,  in  1972,  Mexican 
domestic  private  sectors  owned  about  38%  of  the  assets  of 
the  50  largest  enterprises,  compared  to  16%  in  Brazil 
(Hewfarmer  and  Mueller,  1979:53,  106;  Qraham,  1982:32). 
Brazilian  state  enterprises  accounted  for  56%  of  the  assets 
of  the  country's  50  largest  companies  in  1972,  compared  to 
42%  in  Mexico.  Mexican  state  enterprises  accounted  for  21% 
of  the  assets  of  the  200  largest  enterprises,  relative  to 
32%  in  Brazil  in  1972,  and  Mexican  private  sectors  accounted 


for  45%,  relative  to  33%  in  Brazil.^  Beeidee,  the  current 
surplus  (sales  ninus  costs]  of  state  enterprises  expanded 

whereas,  in  Mexico,  it  expanded  from  0.2%  of  GDP  in  1972  to 
0.9%  of  GDP  in  1979.  Overall  investment  of  state 
enterprises  in  Brazil  expanded  from  1.9%  of  GDP  in  1996  to 
5.2%  of  GDP  in  1975.,  whereas,  in  Mexico,  it  ranged  from 
2.3%  in  1972  to  6%  of  GDP  in  1978.  As  a result,  the  overall 
deficit  (current  surpluses  minus  investment  spendings)  of 
state  enterprises  in  Mexico  was  2.3%  of  GDP  annually  during 
1957-196$,  3.9%  during  1967-1971,  5.7%  during  1972-1976,  and 
6.5%  during  1977-1981  (Fitzgerald,  1985:236).  The  overall 
deficit  of  state  enterprises  in  Brazil  increased  from  0,7% 

(Trebat,  1978,  1982).  In  relative  terms,  the  Brazilian 
state  enterprise  sector  was  stronger  than  the  Mexican  one. 
The  Mexican  private  sector  was  more  important  than  the 
Brazilian  one. 


The  origin  and  structure  of  state  enterprises  in 
Brazil  and  Mexico  were  guite  different  from  those  in  Taiwan 
and  Korea.  First  of  all.  the  foc-sation  of  state  enterprises 
in  Brazil  and  Mexico,  unlike  in  Taiwan  and  Korea,  had 
followed  nationalization  policies  that  forcefully  purchased 
the  monopolistic  firms  owned  by  foreigners.  The  creation  of 
state  enterprises  in  Brazil  and  Mexico  was  at  the  cost  of 
fiscal  deficits.  Second,  the  state  enterprise  sectors  in 
Brazil  and  Mexico  were  highly  heterogenous  and  varied  in 
size.  The  number  of  state  enterprises  was  about  600  in 
Brazil  and  about  845  in  Mexico  (Trebat,  1981:41).  Yet,  core 
state  enterprises,  considered  aa  the  backbone  of  the  public 
sector,  which  accounted  for  the  largest  30  to  40  firms,  had 
great  influence  on  resource  allocation.  These  core  state 
enterprises  were  mainly  engaged  in  economic  activities,  and 
had  more  positive  accounting  profits  than  losses.  In 
contrast,  the  state  enterprise  sectors  in  Taiwan  and  Korea 
enjoyed  relatively  positive  accounting  profits.  Moreover, 
Brazil  and  Mexico  took  nationalization  policies  against  the 
monopoly  of  HKCs  in  order  to  limit  their  influence.  In 
contrast,  Taiwan  and  Korea  tended  to  cooperate  with  HKCs. 
They  guaranteed  against  nationalization,  in  order  to  attract 
foreign  investments.  Also,  the  growth  of  state  enterprises 
in  Brazil  and  Mexico  was  much  a natter  of  adopting  pragmatic 
solutions  imposed  by  the  objective  conditions  o 
change.  In  most  cases  the  Brazilian  and  Mexican  s 


over  the  ownership  of  privste  sectors  because  of  existing 
private  firas  losing  profits  or  the  private  sector’s 
inability  or  unwillingness  to  undertake  activities  for 
development  (Robock,  1975;  Ramirez,  1989;  Cypher,  1990). 

Relations  between  the  state  versus  the  private  sector 
and  the  private  versus  the  foreign  sector  in  Taiwan  and 
Korea  were  more  cooperative-oriented  than  they  were  in 
Brazil  and  Mexico  (Sold,  1986:  chapter  6;  Mason  et  al,  1980: 
chapter  8).  In  Taiwan  and  Korea,  the  private  sector  was 
tied  to  the  state's  economic  commitment  and  assistance.  The 
state-led  pattern  in  the  19S0S  and  1960s  represented  a 
strong  commitoient  to  promote  local  sectors,  klso,  the 
foreign  sectors  were  establishing  backward  linkages  with 
domestic  suppliers,  thereby  using  a high  proportion  of 
locally  made  parts  in  their  products.  In  contrast,  in 
Brazil  and  Mexico,  the  linkages  between  the  private  sector 
and  the  foreign  sector  tended  to  be  more  competitive  than  in 
Taiwan  and  Korea.  The  private  sector  tended  to  Impose 
pressure  on  the  state's  economic  decision  to  benefit  its 
economic  profits.  Moreover,  the  linkage  of  a supply-demand 
network  between  the  private  and  foreign  sector  was  not  well 
established.  That  is,  the  assembly  supply  for  the  foreign 
sector  relied  more  upon  imports  rather  than  upon  local 
suppl iera . 

The  public  enterprise  sectors  in  Taiwan  and  Korea  also 
resembled  those  in  Brazil  and  Mexico  in  several  aspects. 


First  of  all,  they  all  possessed  a large  slae  of  state 
enterprise  sectors — considered  as  a leading  sector — to 
oainatin  state  power.  Second,  the  state  enterprise  sectors 
as  a whole  in  the  four  countries  showed  extrenely  high 
forward  linJcages  but  modest  backward  linkages  to  the  entire 
nonagricultural  economy.  Third,  goods  and  services  from 
state  enterprises  were  usually  priced  to  cover  costs  and  to 
yield  a profit.  Finally,  the  state  enterprise  sector  was 
more  capital-intensive.  It  tended  to  absorb  a large 
fraction  of  capital  investment  and  a small  fraction  of  total 
employment. 

Income  Distribution  and  Bourosoisle ' s Power 

Income  distribution,  to  a certain  degree,  represents 
the  power  distribution  structure  among  social  classes  and  a 
situation  of  social/political  stability.  Highly  unegual 
distribution  of  income  indicates  that  the  social/political 
power  concentrates  at  the  top,  the  richest  people.  It 
enables  the  bourgeoisie  to  wield  the  society,  economically 
and  politically.  This  highly  bourgeoisie-led  society 
eliminates  the  state's  relative  degree  of  autonomy.  To  this 
point,  generally,  the  line  between  the  state  and  the 
capitalist  class  is  not  distinctly  drawn;  as  Karl  Marx 
asserted,  the  state  was  an  instrument  of  the  bourgeoisie  to 
pursue  their  economic  interests.  This  characteristic 
appeared  in  the  case  of  Brazil  and  Mexico.  By  contrast,  a 
more  equal  distribution  of  income  reduces  the  potential  of 


social  conflict  and  struggle.  The  bourgeoisie  shares  much 
less  national  incoae  vis-a-vis  the  other  lover  social 
classes.  Thus,  the  bourgeoisie  has  less  influence  and  power 
in  society.  The  state,  thus,  enjoys  a more  relative  degree 
of  autonony  from  the  capitalist  class.  This  seemed  to  be 
the  experience  of  Taiwan  and  Korea. 

hs  Illustrated  in  Tables  7-5  and  7-6,  Brazil  and 
Hexico  had  gains  on  top  and  losses  on  bottom.  The  richer 
were  getting  richer  and  the  poor  were  getting  poorer,  in 
contrast,  Taiwan  and  Korea,  during  1950-1970,  had  gains  on 
bottom  and  loseee  on  top.  In  Brazil  and  Hexico,  more  than 
60%  of  the  national  income  was  concentrated  in  20%  of  the 
population,  whereas  only  about  40%  of  the  national  income 
was  held  by  20%  of  the  population  in  Taiwan  and  Korea.  And 
about  50%  of  the  national  income  was  held  by  the  top  10%  of 
the  population  in  Brazil  and  Hexico  in  contrast  to  25%  held 
by  the  top  10%  of  the  population  in  Taiwan  and  Korea.  The 
high  concentration  of  national  income  implied  the  formation 
of  a strong  capitalist  class  vis-a-vis  the  state.  Sc  to 
speak,  the  capitalist  class  in  Taiwan  and  Korea  was 
relatively  weaker  than  in  Brazil  and  Hexico.  The  state  vis- 
a-vis  the  capitalist  class  in  the  former  was  stronger  than 

Income  distribution  also  affected  domestic  consumption 
structures.  And  the  structure  of  demands  shaped  the 
organization  of  production.  In  Taiwan  and  Korea,  egual 


income  distribution  among  the  people  and  a rising  GNF  per 
capita  in  the  1950s  and  60s  sharply  inoreaeed  the  demands  of 
nondurable  consumer  goods  rather  than  consumer  durables, 
which  were  provided  by  domestic  firms.  In  contrast,  in 
Brazil  and  Mexico,  the  deteriorated  income  distribution 
skewed  the  ooneumption  structure.  Most  people  were  in 
poverty.  In  Brazil  and  Mexico,  the  bottom  50*  of  population 
had  only  marginal  access  to  nondurable  goods.  Only  a small 
proportion  of  the  population,  perhaps  the  top  20*  who 
possessed  two  thirds  of  the  national  Income,  would  have  been 
capable  of  providing  purchasing  power  on  consumer  durables. 
And  about  30*  had  only  marginal  access  to  manufactured 
durable  goods.  Domestic  diversified  markets  mainly  tended 
to  satisfy  those  wealthier  people.  The  lEl  was  initially 
designed  to  produce  sophisticated  consumer  goods.  Thus,  the 
highly  unequal  distribution  of  income  has  interacted  with 
industrialization  strategies  based  on  the  production  of 
capital-intensive  investment  and,  perhaps,  the  Inducement  of 
foreign  direct  Investments. 

In  Taiwan  and  Korea,  the  limited  domestic  markets  with 
a relative  saturation  of  popular  demand  for  non-durable 
goods,  made  them  seek  external  markets.  The  response  was  to 
expand  the  export  of  non-durable  manufacturing  goods  based 
on  labor-intensive  industries.  Thus,  the  market  saturation 
for  the  development  of  the  primary  ISI  in  the  end  of  the 
l9S0s  gave  way  to  primary  export  promotion.  In  contrast,  in 


Brazil  and  Mexico,  high  incone  concentration  skewed  the 
coneumption  structure.  The  insufficiency  of  donestic 
nerkets  led  to  the  promotion  of  secondary  ISI,  which 
required  more  capital  intensity.  The  shortage  of  domestic 
capital  was  offset  by  foreign  capital.  Because  of  high 
protection  and  subsidies,  foreign  Investment  was  induced. 

The  highly  skewed  demand  also  encouraged  foreign  capital  to 
use  capital-intensive  method.  As  a result,  foreign  firms 
dominated  the  markets  and  reduced  the  competitiveness  of 
donestic  firms.  The  autonomy  of  Brasil's  and  Mexico's 
economies  was  reduced. 

The  state-aeuraeoisia  Relation.  Labor  Wages,  and  the 

state  molicv  and  labor  wages 

The  state,  in  response  to  policy  decisions,  was  partly 
viewed  as  the  product  of  interplay  between  the  state  and  the 
bourgeoisie.  However,  whether  the  state  policy  was  in  favor 
of  the  bourgeoisie  or  not  was  not  necessarily  affected  by 
the  imposition  of  bourgeoisie  or  working  classes  and  was  as 
if  the  state  had  a high  relative  autonomy  from  society.  And 
only  if  the  state  was  in  a weak  position,  the  bourgeoisie  or 
the  labor  unions  would  impose  their  own  demands  the  decision 
of  state  policy.  For  instance,  the  labor  wage  policy  was  in 
response  to  state-bourgeoisie  and  state-labor  relations. 

In  Taiwan  and  Korea,  the  £01  development  strategy  with 
its  low  wage  policy  was  successfully  carried  out,  without 


lacing  any  challenge  from  the  bourgeoisie  and  working 
classes.  It  highlighted  two  points.  One,  the  low  wage 
policy  reflected  that  the  state  had  strong  repression  power 
over  the  labor  regime.  It  generated  a cheap  labor  cost  for 
exports.  The  other,  the  state  manipulates  its 
industrialisation  strategy  with  less  political  involvement 
of  the  bourgeoisie  who  always  favored  ISI  to  avoid  external 
competition. 

In  Brazil  and  Hexico,  however,  under  the  corporatist 
political  system,  the  states  were  pressured  by  the 
bourgeoisie  and  urban  working  classes  to  pursue  ISI.  Urban 
working  classes  and  the  bourgeoisie  allied  together  for 
their  common  interests,  without  regard  to  their  apparent 
employee'employer  conflicts.  The  alliance  strengthened 
their  bargaining  power,  and  enabled  then  Co  affect  state 
policy  decisions  in  pursuit  of  ISI.  Only  the  adoption  of 
the  ISI  strategy  could  approach  the  goals  of  increasing  wage 
rates  and  protecting  the  bourgeoisie's  interests  against 
foreign  firms.  However,  wage  rate  pressures  aroused  a 
distribution  oonflict  between  capital  and  labor.  The  labor- 
capital  distribution  in  industrialization,  in  turn, 
rearranged  the  interaction  between  the  power  bloc  among  the 
state,  the  bourgeoisie,  and  even  foreign  firms,  as  well  as 
ths  populist  classes,  such  as  the  working  class,  peasants, 
and  middle  classes. 


Tha  state-bouroeoisla  relation  and  state  policies 

In  the  mndel  oC  dependent  developnent,  it  left  no 
space  for  the  local  bourgeoisie  economic  hegemony.  The 
development  of  HNCs  vas  relatively  extensive.  The  local 
bourgeoisie  grew  by  depending  on  their  ability  to  make 
alliances  with  state  managers  (Evans,  1979:39).  If  this  was 
the  case,  it  represented  the  Brasilian  and  Mexican 
developments,  but  not  those  of  Taiwan  and  Korea.  In  Brazil 
and  Mexico,  the  HNCs  posed  a severe  competitive  threat  to 
the  local  bourgeoisie.  It  stimulated  the  local  bourgeoisie 
to  ally  with  the  state.  The  state  seemed  to  be  used  as  an 
instrument  by  the  local  bourgeoisie  to  protect  their 
interests  against  HHCs.  As  the  state  was  pressured  by  the 
local  bourgeoisie,  the  state  apparently  lost  its  political/ 
economic  persistence  on  its  development  and  strategy.  In 
Taiwan  and  Korea,  however,  Che  state  attempted  to  reduce 
HNCs'  participation  and  to  prevent  their  monopoly  in 
domestic  economy  at  the  beginning.  It  alleviated  the  threat 
of  competition  tor  the  local  bourgeoisie  from  the  HNCs,  The 
state  dominated  the  political-economic  alliance  with  the 
local  bourgeoisie  who  were  situated  in  a subordinate 
position. 

As  was  mentioned  earlier,  in  Taiwan  and  Korea,  the 
local  bourgeoisie  lacked  a long  historical  tradition. 

Before  Japanese  colonialism,  both  societies  were  based  on  an 
agricultural  structure.  There  vas  no 


viable  opportunity  tor 


emerging  capitaliat  economic  structure  and  division.  And 
during  the  Japanese  rule,  the  centralization  of  ovmership  by 
the  Japanese  eliminated  the  emergence  of  the  capitalist 
class.  The  nascent  local  bourgeoisie  took  form  during  the 
1950s.  The  ISI  created  local  industrialists  and  germinated 
Infant  capitalist  structure.  The  emergent  bourgeoisie  came 
from  various  class  backgrounds,  who  were  almost  newcomers  to 
industrial  business.  They  did  not  have  any  strong  relation 
with  traditional  social  forces.  The  ISI  in  the  19S06 
provided  the  opportunity  for  a favorable  environment  for  the 
growth  of  the  bourgeoisie.  The  state  provided  then  with 
certain  economic  privilleges,  e.g..  Import  control  and 
access  to  banking  credits  and  loans,  in  exchange  for  their 
political  support.  By  the  late  19908,  the  group  of 
entrepreneurs,  who  took  advantage  of  protectionism,  had 
formed  a big  capitalist  class,  yet  were  highly  dependent  on 
state  support. 

The  Brazilian  and  Hexican  economies  have  been  typified 
by  private  and  public  sectors  that  were  both  active  and 
mutually  dependent.  All  policy  initiatives  were  influences 
exerted  by  state  capitalists  since  the  1940s.  This  model 
relied  on  an  active  state  which  intervened  widely  in  the 
economy  to  create  a favorable  environment  for 
industrialization.  The  purpose  of  state  intervention  was  to 
stimulate  and  to  support  local  industrial,  commercial,  and 
financial  entrepreneurs  (national  bourgeoisie) . 


The  participation  of  foreign  capital  changed  the 
bargaining  game  between  the  state,  the  private  sector,  and 
foreign  firms  in  the  triple  alliance  framework.  Foreign 
capital  was  considered  as  an  instrument  tor  economic  growth. 
Both  the  state  and  the  private  sector  courted  alliances  with 
foreign  firms  from  the  beginning.  Policy-making  in  favor  of 
foreign  firms  allowed  the  growth  of  the  foreign  sector  in 
the  domestic  economy.  As  foreign  firms  expanded,  domestic 
entrepreneurs  began  to  be  more  threatened  economically  and 
they  sought  protection  from  the  state.  The  attitude  of  the 
state  in  policy-making  was  brought  into  a pendulum  pattern 
in  either  regulating  or  encouraging  foreign  Investments  in 
the  country.  Such  an  ambivalent  complex  reflected  the 
state's  response  from  different  presidential 
administrations.  The  pattern  revealed  that  a liberal  or 
populist  presidential  administration  tended  to  be  followed 
by  a more  conservative,  business-oriented  one,  which,  in 
turn,  was  followed  by  a more  nationalist  one  (Grindle,  1PB2; 
Evans,  1979).  Essentially,  the  state  was  forced  to  be  more 
conciliatory  toward  the  private  sector  in  general  and  the 
foreign  sector  in  particular.  This  resulted  in  a "stop-and- 
go"  type  of  economic  policy  on  industrialization. 

The  I5I  strategy  in  Brazil  and  Hexico  was  in  a mode  of 
development  that  emphasized  the  production  of  consumer 
durables  for  the  demands  of  mlddle-and-upper  classes.  In 
order  to  manufacture  these  durable  goods,  capital-  and 


technology-intensive  nethode  were  required.  The  import  of 
capital  and  intermediate  goods  sharply  increased  and 
resulted  in  trade  deficits.  Under  the  ISI  strategy  with 
protection  and  with  capital-intensive  investments,  domestic 
firms  did  not  solely  enjoy  the  total  profits;  HNCs  were  also 
the  beneficiary  along  with  their  technological  and  financial 
capability.  As  a result.  HNCs  monopolized  Brazil's  and 
Hexico's  domestic  markets  and  dominated  their  economies 
(Hewlett,  1982;  Glade,  1984).  As  the  capital  deepening 
process  advanced,  the  business  coalition  supporting  ISI 
widened.  Again,  it  made  Che  state  more  difficult  to 
readjust  its  economic  structure  and  reorient  its  development 
strategy. 

cyclically,  the  use  of  capital-  and  skill-intensive 
methods  precluded  the  creation  of  employment  opportunities. 
It  permitted  the  capitalist  class  in  an  active  and  dominant 
position  to  cope  with  labor  disputes.  The  gains,  due  to 
increased  productivity  with  smaller  labor/capital  ratio  on 
the  one  hand,  was  largely  received  by  producers  and,  on  the 
other  hand,  was  least  attributed  to  wor)cers.  This  further 
deteriorated  income  distribution.  The  bourgeoisie  became 
more  decisive  in  society. 

The  ratio  of  labor  to  capital  in  economic  development 
strategy  was  highly  determined  by  the  interplay  among  the 
state,  bourgeoisie  class,  and  labor  unions  (Haggard,  1990; 
Alam,  1969).  This  interactive  result  directly  leads  to 


foster  capital-  or  labor-intensive  measures.  It  was 
incontrovertible  that  the  most  decisive  force  in  the 
transition  to  EOI  in  Taiwan  and  Korea  was  played  by  a set  of 
factors  that  greatly  related  to  strong  state  powers  to 
determine  policies  independently  of  various  reference 
groups,  In  Brazil  and  Mexico,  the  political  support  for  ISI 
resulted  from  a populist  alliance  between  the  state,  labor 
unions,  and  a newly  formed  state  bourgeoisie.  The  system  of 
high  protection  and  high  wages  accompanied  with  populist 
corporatism  became  politically  difficult  for  the  state  to 
discontinue  the  easy  phase  of  ISI  and  to  pursue  EOI. 

Simultaneously,  a large  and  protected  domestic  market 
shaped  the  political  demands  of  the  private  sector,  which 
displayed  greater  political  independence  than  its 
counterparts  in  Taiwan  and  Korea.  In  Taiwan  and  Korea,  the 
relative  independence  of  the  state  and  weakness  of  social 
classes  created  their  self-sufficient  development  model.  In 
contrast,  dependent  development,  in  Brazil  and  Mexico,  was 
characterized  by  weaker  state  independence  and  relatively 
strong  social  forces. 


To  the  state's  view,  the  reasons  for  Brazil  and  Mexico 
considering  to  continue  ISI  were  threefold.  First,  they 
possessed  the  large  size  of  the  domestic  market  and  rich 
natural  endowment.  Second,  they  had  the  ability  to  finance 
industry  via  exports  of  natural  resources,  direct  foreign 
1 foreign  borrowing.  Third,  the  concern  of 


iMlance  of  paynentB  problans,  due  bo  unequal  exchange  and 
external  shocks  in  their  early  experiences  of  economic 
development,  provided  an  incentive  to  push  I5I  further.  The 
preoccupation  of  self-conscious  151  policies  had  sticked  to 
the  economic  ideology  of  the  policy-makers  in  Brazil  and 
Mexico.  Fourth,  the  ISI  policy  was  also  motivated  and 
encouraged  by  Intellectual  aeeertion  from  the  United 
Nations*  Economic  Committee  of  Latin  America.  Hence,  both 
states  had  no  strong  objection  for  expanding  151. 

Therefore,  in  Taiwan  and  Korea,  with  regard  to  the 
elimination  of  influence  from  landlord  classes  and  the 
suppression  of  labor  movements,  a nascent  state  bourgeoisie 
reliant  upon  the  state,  and  the  limited  involvement  of  HNCs, 
both  states  had  supreme  power  to  direct  economic  development 
without  any  confrontation  from  society  during  the  151.  And 
these  factors  also  enabled  both  states  to  phase  out  the 
primary  ISI  with  the  transition  to  EOI.  In  contrast,  in 
Brazil  and  Mexico,  the  expansion  of  151,  with  further 
capital-intensive  industrialization  for  intermediate  and 
durable  consumer  goods,  was  the  result  of  the  imposition  of 
political-economic  demands  of  the  local  bourgeosie  upon  the 
state's  development  policy  (Alam,  1959;  Haggard,  1990]. 
During  the  primary  ISI  phase  (1950s),  the  Brazilian  and 
Mexican  states  faced  strong  influences  from  the  labor  unions 
and  the  industrial  bourgeoisie,  and  even  from  peasants  and 
landlord  class.  These  societal  constraints  helped  maintain 


of  ISI  policies  in  the  1960s  and  I970e.  state  intervention 
in  support  of  161  had  a strong  linkage  with  its  political 
alliance  and  political  support. 


CHAPTEK  8 

THE  STATE  AHD  SOCIAL  CLASSES  (1870-1968) 

The  State  versus  Labor  Oroanlzatlona 

East  Asian  NIcs'  export-led  growth  was  based  on 
inexpensive  labor  and  surplus  rural  labor  and  in  various 
controls  on  labor  organizations  and  political  activity.  By 
the  late  1870S(  Taiwan  and  Korea  began  to  experience  rising 
real  wages  and  acute  labor  shortages.  The  economic 
bargaining  power  o£  labor  was  increased  by  growing  labor 
scarcity,  with  growing  rates  of  job  turnover  causing  upward 
wage  pressures.  Both  states  have  sought  to  meet  the  problem 
of  labor  shortages  through  efforts  to  induce  greater 
investments  in  higher-technology-and-sXill  manufacturing  to 
maintain  international  competitivenese.  In  the  1980s,  Asian 
SOI  moved  into  a new  development  stage  with  more  vigorous 
labor  movements. 

By  contrast,  the  labor  movement  in  Latin  American  Nics 
was  associated  with  populist  politics.  Latin  American  ISI 
was  biased  toward  adopting  capital-  and  technology-intensive 
industries,  which  resulted  in  a high  rate  of  unemployment. 
The  labor-populist  explosion  ultimately  evoked  either  the 
repressive  military  actions  or  the  emergence  of  populist 


regimes.  The  military  and  populist  regimes  responded  by 
developing  very  different  strategies  for  labor  mobility  and 
wage  policies  (see  Appendix  D) . 

During  the  19806,  the  working  classes  grew  rapidly  in 
Taiwan  and  Korea.  Labor  organizations  emerged  and  labor 
movements  took  place.  The  Taiwanese  and  Korean  states  were 
being  threatened  by  the  proletarian  power,  and  hence  reduced 
their  bargaining  power  in  regard  to  limiting  working-class 
demands.  In  both  Brazil  and  Mexico,  the  states  could  not 
perform  to  their  maximum  potential  mainly  because  their 
classes  were  already  developed  and  had  consolidated  their 
power  in  opposition  to  the  state,  Both  states  had  well- 
developed  political  pluralism  in  their  policy-making  groups. 
Pluralism  decentralized  the  state's  power  in  directing 
economic  development  and  in  determining  development 
strategy. 


The  growth  of  working  classes  can  be  measured  by 
several  indicators.  The  first  indicator  pertains  to  the 
growth  of  the  industrial  sector,  which  is  simply  represented 
by  the  expansion  of  employment  in  the  industrial  sector. 
During  the  197GS,  industrial  growth  rate  in  Taiwan  and  Korea 
was  about  158  to  16%  per  year  and  that  of  services  was  about 
10%  annually  (Table  8-1).  In  Brazil,  this  rate  was  about  9% 
in  industrial  growth  and  8%  in  services.  Mexico  had  an 
annual  growth  rate  of  7%  In  industry  and  S.5% 


industry 


sources:  IMF.  International  Financial  Statistics,  various 
issues;  Bank  of  Mexico,  Mexico  Statistical  Data  and 

Pereira  {1984!l6},  Table  8.1);  DGBAS,  StatisUc^l 
Abstract  of  national  Ineene  in  Taiwan  area,  various 
isauee;  Bank  of  Korea,  Econeaiie  Statiatlea  Yearbook; 


alonnent 


In  the  19S0S,  Taiwan  had  a 7. It  growth  rate  In  both  the 
industrial  and  service  sectors.  Korea  had  a 12. 6t  growth 
rate  in  industry  and  8.9t  in  the  service  sector.  In 
contrast,  Brazil  nerely  had  a 2.8%  growth  rate  in  industry 
and  3.1%  in  the  service  sector.  Mexioo  had  a slightly 
negative  growth  rate  (-0.1%)  in  industry  and  0.7%  in 

industrialization  in  Brazil  and  Hexico  slowed  down  after  the 
first  oil  crisis  and  declined  guite  sharply  after  the  second 
oil  crisis.  Econonic  stagnation  in  the  19B0b  made  Brazil 
and  Mexico  unable  to  grow.  Both  states  faced  the  worst 
economic  situation  ever. 

A second  indicator  is  the  structure  of  the  labor  force 
by  sectors,  which  not  only  telle  the  entire  economic 
structure  and  the  growth  of  industries,  but  also  shows  the 
collective  bargaining  power  of  working  classes  vis-a-vis  the 
state  in  terms  of  the  proportion  of  the  labor  force  engaged 
in  industry.  As  Table  8-2  shows,  in  1980,  SO. 2%  of  the 
labor  force  were  participating  in  the  agricultural  sectors 
and  produced  28.7%  of  GDP  in  Taiwan.  In  Korea,  in  1960,  66% 
of  the  labor  force  engaged  in  the  agricultural  sectors, 
which  shared  40%  of  GDP.  The  industrial  sector  constituted 
only  20.5%  (in  Taiwan)  and  9,0%  (in  Korea]  of  the  labor 
force  and  shared  about  29.5%  and  18.5%  of  GDP,  respectively. 

Throughout  1960,  Brazil  and  Mexico  performed  somewhat 
better  in  industrial  development.  The  agricultural  sector 
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industrial  sector  constituted  15t  (in  Brazil)  and  20%  (in 
Mexico)  of  the  labor  force,  and  it  shared  about  35%  and  29% 


of  GDP,  respectively. 
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in  agriculture,  which  only  produced 
5.5%  of  GDP  in  1987.  In  Korea,  labor  forces  in  industrial 
and  agricultural  sectors  were  equally  distributed,  about  30% 
in  each  sector  in  19B5.  Yet,  industry  and  agriculture 
shared  41%  and  14%  of  GDP,  respectively.  These  percentages 
suggest  that  the  Taiwanese  and  Korean  states  also  faced  nore 
demands  from  the  working  classes  during  the  l9S0s  than  in 
the  1960&  and  1970s.  In  contrast,  in  Brazil  and  Mexico, 
industrial  sectors  only  absorbed  24%  and  26%,  respectively. 


Brazil  and  40%  of  GDP  in  Mexico.  The  ratio  of  industrial 
labor  force  to  industrial  share  of  GDP  illustrates  that 
Brazil  and  Mexico  tended  to  be  more  involved  in  capital- 
intensive  industrialization  than  were  Taiwan  and  Korea. 
Tables  8-1  and  6*2  also  demonstrate  that  the  dual 


dlninishing. 


economic  structure  gradually  lessened  in  two  ways:  by  an 
increase  in  the  share  of  the  industrial  sector  in  GDP  vis'S- 
vis  a Sharp  decline  in  the  proportion  of  agricultural 
production  in  GDP;  and  l>y  a large  proportion  of  the  labor 
force  engaged  in  the  industrial  sector  and  a notably  decline 
in  the  portion  of  labor  in  the  agricultural  sector.  In 
contrast,  Braril  and  Hexico  still  had  a larger  labor  force 
engaged  in  the  agricultural  sector  than  in  the  industrial 
sector,  even  though  the  share  of  the  industrial  sector  in 
GQP  was  larger  than  the  share  of  the  agricultural  sector  in 
GDP.  This  also  implies  that  a large  labor  force  engaged  in 
the  agricultural  sector  in  Brazil  and  Hexico  had  lower  labor 
productivity  than  that  in  Taiwan  and  Korea.  Host  of  the 
labor  forces  in  agriculture  were  at  a subsistence  level  of 
income.  The  gap  in  labor  wage  rates  between  Industrial  and 
agricultural  sectors  widened,  which  consequnetly  worsened 
the  equality  in  income  distribution  and  bred  rural  turmoil. 

Unemployment  rates  also  can  be  an  indicator  of  the 
impact  of  labor-  or  capital-intensive  industrialization. 
Table  B-3  shows  that  the  unemployment  rate  was  consistent 
with  the  results  just  discusasd.  In  Taiwan,  the 
unemployment  rate  during  1970-1981  was  less  than  2t  a year. 
Because  of  near  full  employment,  labor  scarcity  occurred  in 
the  early  19B0S.  The  etate  initially  emphasised  fostering 
technology-end-shill-intensive  industries,  which  reduced  the 
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Note:  a — urban  unemployment  rates,  b — average  during  Jan.- 

Sourcee:  World  Bank,  World  Development  Report,  various 
issues;  CEPAO,  Statistical  Yearbook  of  the 
Republic  of  China,  various  issues;  DG6AS,  Taiwan 
Statistical  Data  Book,  various  issues;  ILO, 

Ramirez  (1989:86,  lOl,  Table  4.5,  Table  S.l);  Kin 
(1990:305,  Table  17.1] . 

use  of  the  labor  force.  Thus,  since  1982,  unemployment 
rates  increased  to  2%  to  3%  a year.  In  Korea,  during  1970 
to  1987,  the  unemployment  rate  was  about  3t  to  St,  which  was 
higher  than  that  in  Taiwan,  Since  the  1970s,  the  Korean 
state  had  actively  implemented  capital-intensive  industries 
as  the  leading  sector.  In  Brazil  and  Mexico,  during  the 
same  period,  unemployment  rates  approximated  5%  to  9%  a 
year.  High  unemployment  rates  corresponded  to  their 
development  strategy  of  using  a capital-intensive  mode, 
which,  in  turn,  reduced  job  opportunities. 


The  growth  in  real  wages  ie  also  indicated  by  a growth 
o(  labor  unions’  bargaining  power  lor  demanding  higher 
wages.  Real  wage  rate  decreases  reflect  labor's  incapacity 
to  bargain  with  the  state  or  the  bourgeoisie,  and  the  state 
progressively  distances  itself  from  group  support  for  its 
policies  and  becomes  immeshsd  in  directing  economy.  As 
Figures  8-1,  8-2,  a-3,  and  6-4,  and  Appendix  C illustrate, 
the  real  wage  in  Taiwan  Increased  two  times  in  the  late 
19608,  compared  to  the  labor  wage  in  1976.  In  Korea,  the 
real  wage  rate  largely  increased  in  the  early  1960s. 
Especially  during  1961  to  1986,  it  raised  6 to  10  times  the 
level  of  I975'a  wage  rate.  In  general,  the  rising  wage  rate 
was  a dangerous  sign  to  the  export-led  regime,  Taiwan  and 
Korea  suffered  from  the  rising  labor  wage,  which  reduced 
competition  In  international  markets.  This  also  implies 
that  both  states  gradually  lost  their  repressive  force  to 
keep  the  labor  wage  low  and  to  maintain  their  excellent 
performance  in  labor-intensive  exports.  The  working  classes 
were  growing,  and  they  had  more  collective  bargaining  power 
against  the  state. 

In  Brazil  and  Mexico,  the  rise  of  nominal  labor  wage 
rate  was  damaged  by  high  inflation.  Also,  the  state  tended 
to  control  labor  wages  in  order  to  develop  labor-intensive 
industries  for  exports.  The  real  wage  rate  in  both  states 
increased  quite  slowly  during  197S  to  1985.  In  Mexico,  it 
even  decreased  during  1986  to  1966  to  lower  than  labor  wage 
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It  is  clear  that  through  the  19703  Brazil's  and 
Mexico's  wage  rates  raaained  higher  than  those  in  Taiwan  and 
Korea.  Aa  also  ahown  in  Appendix  C,  in  Taiwan  and,  perhaps, 
in  Korea,  the  Increasing  rata  of  unit  labor  costs  lagged 
behind  the  increasing  rate  of  labor  productivity.  In 
contrast,  Brazil  and  Mexico  had  higher  rising  rates  in  unit 
labor  cost  than  those  in  labor  productivity  during  the 
l$7Cis.  Apparently,  Taiwan  and  Korea  had  double  levels  of 
comparative  advantages  in  using  their  labor  force  during  the 
period  of  1970-1985,  l.e.,  cheap  wage  and  high  labor 
productivity.  Through  this  period,  labor-intensive 
industrialization  was  fully  implemented,  in  compliance  with 
EOI  strategy,  and  this  created  a full  employment  economy. 
Therefore,  cheap  labor  was  the  major  incentive,  in  contrast 
to  the  incentives  of  large  domestic  markets  and  rich  natural 
resources  in  Brazil  and  Mexico. 

In  a relative  sense,  increasing  rates  in  labor  wages 
were  higher  in  Taiwan  and  Korea  than  in  Brazil  and  Mexico 
since  1975.  The  increasing  ratio  of  the  hourly  wage  rate  of 

Korea,  compared  to  46%  in  Mexico  and  53%  in  Brazil  (Deyo, 
1987:197).  From  1975  to  1988,  the  real  wage  rate  Inoreased 
by  about  186%  in  Taiwan  and  905%  in  Korea,  compared  to  140% 
in  Brazil  and  4%  in  Mexico  (see  Appendix  C).^  It  should  be 
noted  that  the  increase  of  real  wage  rates  in  Taiwan  and 


Korea  atarted  fron  a vary  low  wage  base,  which  r 
by  world  standards  (Deyo,  19B7:197).  Indeed,  Taiwan  and 
Korea  had  oonceived  of  the  threat  of  rising  wage  rates  for 
the  late  l9aos.  Brazil  and  Mexico,  however,  have  undergone 
wrenching  debt-related  adjustments  that  have  reduced  their 
labor  wage  rates  (Cheng  and  Haggard,  1987;  Lin,  1989). 

The  number  of  labor  strikes  and  lock-outs  also 
indicated  the  extent  of  labor  collective  bargaining  power 
against  the  state.  Table  7-1  (in  chapter  7)  presents  the 
number  of  strikes  and  number  of  workers  Involved.  Even 
though  the  statistical  data  in  this  table  are  not  complete, 
this  table  at  least  shows  the  extent  of  the  relationship 
between  the  state  and  labor  unions.  In  Taiwan,  after  1970, 


labor  union  members  grew  from  11%  of  the  labor  force  in  1970 
to  17%  in  1980  and  32%  in  1986  (Deyo,  1984] . Before  1980, 
labor  unions  were  not  free  to  articulate  the  workers'  common 
interests,  because  they  lacked  autonomy  in  the  political 
process,  By  1981,  labor  disputes  had  increased  to  1,000 
cases,  and  7,000  workers  were  involved,  compared  to  15 
dispute  cases  and  100  workers  involved  in  1965  (Tien,  1988). 
After  martial  law  was  abolished  in  1987,  labor  movements  and 
strikes  escalated.  Labor's  collective  bargaining  in  an 
attempt  to  pursue  labor  welfare,  job  security,  and  higher 
wage  rate  received  considerable  attention  from  the  state. ^ 


Independent  labor  unions  were  organised  and  the  labor  party 
emerged.  The  labor  Dovemente  received  a big  boost  IfroD  the 
state  and  larger  enterprises.  Thusr  the  Taiwanese  state 
faced  organized  political  opposition  and  was  forced  to 
respond  to  labor  welfare.  It  started  to  lose  its  repressive 
power  to  control  labor  unions. 

Korea  had  far  more  labor  controls  than  Taiwan.  In 
Korea,  the  Park  state  during  the  period  1961-1979 
effectively  controlled  labor  disputes.  The  inplenentation 
of  the  Special  Keasures  Law  and  a timely  martial  lav 
tightened  up  labor  activities.  The  ability  of  the  Park 
state  to  undertake  economic  development  with  labor  control 
was  based  on  the  continuity  of  its  authoritarian  powers. 

Chun  Doo  Hwan  came  to  power  in  1980.  He  attempted  to 
develop  a populist  political  system  and  to  approach  gradual 
democratization,  in  an  attempt  to  whitewash  the  bloody 
insurrection  carried  out  by  the  populist  regime  in  Kwangju 
in  Hay  1980  and  the  nature  of  the  political  system.  As 
Table  7-1  elucidates,  the  number  of  labor  disputes  and 
strikes  visibly  escalated.  By  the  end  of  the  l9B0s,  the 
political  context  changed.  Labor  activism  coupled  with 
radical  student  demonstrations  against  the  state  escalated. 

A transition  to  democracy  took  place  in  1967  as  Roh  Tae  Woo 
won  his  presidential  election.  Controls  on  labor 
organizations  and  strikes  were  unleashed.  Labor  collective 
strength  became  powerful  to  affect  the  state's  policy. 


Rising  wage  rates  produced  confrontations  between  the  choice 
of  labor  and  capital;  this  directly  jeopardised  Korea's 
promotion  of  EOI. 

Brasil  and  Mexico  appeared  quite  different  from  Taiwan 
and  Korea  in  their  pattern  of  state-labor  relatione  in  the 
1980s.  Brasil  was  more  sioilar  to  Korea  than  to  Taiwan  and 
had  effectively  regulated  labor  movements  during  the  period 
of  authoritarian  rule,  from  1964  to  1985.  The  end  of  its 
authoritarian  regime  brought  about  the  presence  of  a 
populist  regime,  which  approached  democracy.  Unlike  Korea, 
the  virtual  dormancy  of  labor  movement  ended  around  1974. 
Since  1974,  Srazil'e  labor  policy  was  moderate.  Labor 
unions  taking  political  actions  were  visibly  interactive 
with  the  state’s  reaction.  As  Mainwarlng  (1987)  claimed, 
the  Geisel  administration  (1974-1979)  admitted  a gradual 
liberalization  process  for  labor  unions  and  activities.  The 
Figueiredo  administration  (1979-1985)  superintended  a 
transition  to  democracy  (Mainwarlng,  1987;  Schneider,  1987) . 
The  feebleness  of  the  authoritarian  regime  loosened  the 
regulation  of  labor  movements  during  1974-1985.  As 
illustrated  in  Table  7-1,  the  number  of  labor  movements  has 
imperceptibly  increased.  After  1985,  the  rise  of  the 
populist  regime  displayed  the  liberation  of  labor  control; 
this  animated  labor  movements.  The  disposition  of  state- 
labor  relations  was  associated  with  the  authoritarian  or 
populist  regime. 


Mexico  presented  another  pattern  of 


relations.  The  corporatist  political  syeten  endowed  labor 
unions  with  considerable  influence  over  the  state.  Since 
1930,  the  nilitant  labor  unions  always  played  an  inportant 
political  role  in  determining  policy-making.  Table  7-1 
confirms  the  role  of  labor  unions.  There  were  a large 
number  of  labor  movements  and  much  political  involvement 
through  1965.  Yet,  in  the  late  I960e,  unlike  Brazil,  the 
number  of  labor  movements  sharply  declined.  Under  the 
austerity  of  IMP  program,  the  Mexican  state  was  forced  to 
control  labor  wage  rates  against  the  labor  unions. 

The  weekly  working  hours  for  labor  in  manufacturing 
also  are  an  indicator  of  state-labor  relations.  As  Table  7- 
2 shows,  the  manufacturing  workers  in  Taiwan  and  Korea 
worked  longer  hours  per  week  than  those  in  Brasil  and 
Mexico.  The  decline  in  working  hours  in  Taiwan  in  the  late 
1960s  was  substantial,  from  an  average  of  55  to  48  hours  a 
week.  The  decline  in  weekly  working  hours  in  the 
manufacturing  sector  suggests  the  growth  of  the  labor  regime 
and  its  bargaining  power  against  the  state  and  the 
bourgeoisie.  In  Korea,  the  average  number  of  hours  worked 
per  week  (54  hours)  by  manufacturing  workers  remained  among 
the  highest  in  the  world.  The  weekly  working  hours  in 
Brazil  and  Mexico  did  not  change  much,  the  average  being 
about  45  to  47  hours  a week.  Nevertheless,  the  four  KICs 


hdd  higher  averages  of  weekly  working  hours  than  those  of 
any  other  developed  country. 

The  longer  the  working  hours,  the  larger  the  profits 
investors  can  exploit  and  the  more  likely  to  increase 
willingness  for  labor-intensve  manufacturing  investment. 
This,  in  turn,  increases  employment  opportunity.  During 
1960  to  1985,  Taiwan  and  Korea  implemented  a labor-intensive 
method  having  three  advantages,  which  attracted  internal  and 
external  Investors:  (1)  cheap  labor  with  high  discipline, 

(2)  high  labor  productivity  due  to  well-educated  training, 
and  (3)  working  ethics.  Cheap  labor  bearing  high  labor 
productivity  and  willingness  to  work  longer  time  yielded  a 
large  "labor  surplus  value"  just  as  Harm  asserted.  The 
large  "labor  surplus  value"  provided  an  important  incentive 
to  allure  Labor-intensive  investments  and  to  furnish  SOI. 

state-labor  relations  determine  the  distribution  of 
government  expenditures  on  social  sectors.  Generally,  if 
labor  unions  have  more  collective  bargaining  power  against 
the  stats,  the  state  will  distribute  large  spendings  on 
social  welfare  and  health,  on  the  contrary,  the  proportion 
going  to  social  spending  will  be  small  if  the  labor  unions 
have  less  bargaining  power  vis-a-vis  the  state.  Table  8-4 
consistently  illustrates  that,  in  part,  social  expenditures 
have  been  used  to  respond  to  stablize  labor's  struggles.  As 
Table  8-4  presents,  Taiwan  and  Korea  expended  smaller 
portions  of  government  expenditures  on  health,  housing. 


social  security,  and  welfare  than  did  Brazil  and  Hexico. 
a sense,  the  high  social  spendings  indicate  that  the 
Brazilian  and  Mexican  states  had  more  political 
vulnerability  to  social  class  conflicts  than  did  the 
Taivanese  and  Korean  states. 

Taiwan  and  Korea  had  distributed  a large  portion  of 
government  expenditure  on  national  defense  rather  than  on 
social  natters.  Yet,  as  social  forces  enlarged  in  the 
igsos,  social  spending  substantially  expanded.  The 
Taivanese  and  Korean  states  were  intimidated.  The  increase 
in  labor  disputes  led  to  raise  wage  rates  and  social  costs 
for  labor,  and  thereby  undermined  the  foundation  of  labor- 
intensive  SOI.  To  maintain  the  development  of  £01,  both 
states  have  increased  social  welfare  expenditures  as  a 
compensation  for  low  wage  rates  to  control  the  rise  of  the 
social  costs  of  labor  (Deyo,  1967,  1989] . By  contrast, 
Brazil  and  Mexico  have  expended  less  on  defense,  but  more 
social  objects.  Yet,  the  Brazilian  and  Mexican  states  hav 
cut  down  social  expenditures  since  1985.  The  curtailment 
social  spendings  did  not  indicate  that  labor  disputes  had 
declined.  The  cut  was  simply  to  enable  both  states  to  pay 


The  growth  of  urbanization  is  also  related  to  the  ri 
of  urban  popular  movements  (German!,  1981;  Gwynne,  1986; 
Malnwaring,  1987;  Soares  and  Silva,  1987) . Urbanization 
viewed  as  a determinant  of  the  creation  of  populism  and  i 


characterized  as  involving  class  alliances  with 
nonrevolutionary  neans  against  the  state.  Industrial 
enterprlsee  are  concentrated  in  urban  areas  and 
substantially  create  employment  opportunity. 
Industrialization  with  employment  rapidly  expands  large 
cities.  The  relationship  between  urbanization  and 
industrialization  is  a close  one.  Furthermore,  the  growth 
of  urbanization  signifies  the  emergence  of  a worKing  class. 

A large  migration  from  rural  to  urban  areas  and  high  urban 
population  growth  also  lead  to  problems  of  unemployment  and 
social  unrest.  The  growth  of  urbanization  with  the 
employment  issue  can  possibly  reflect  an  increase  in  labor 
disputes  and  struggles.  The  higher  the  urbanization  rates, 
the  higher  the  proportion  of  the  labor  force  that  will  be 
absorbed  into  urban  areas  from  rural  areas,  and  the  higher 
the  rates  for  labor  movements  fighting  for  labor  welfare  and 
job  security. 

If  this  has  been  the  case.  Table  d-S,  which  presents 
the  growth  of  urbanization,  can  indicate  somewhat  the  rise 
of  labor  movements.  During  the  period  1950-1970,  Brazil  and 
Mexico  had  much  higher  urbanization  rates  than  those  in 
Taiwan  and  Korea.  At  that  time,  Brazil  and  Mexico  had 
developed  more  sophisticated  industries  than  Taiwan  and 
Korea,  since  1930,  development  in  Brazil  and  Mexico  had 
shifted  an  enormous  portion  of  the  labor  force  from  rural  to 
urban  areas.  The  emerging  urban  wording  classes  started  to 


relation  became 


confllctual  and  volatile.  The  dominant  role  of  the 
Taiwanese  and  Korean  states  vls-a-vla  the  society  has  been 
diminishing,  even  though  both  states  still  maintained  their 
authoritarian  powers.  Indeed,  both  states  have  virtually 
transfered  their  political  authoritarianism  from  a nature  of 


Taiwan  and  Korea,  with  a soft  authoritarian  form  of 
state,  approached  liberalization  and  democratization  after 
the  mid-1980s.  Both  states  pledged  to  transfer  power  to  the 
public.  One  may  expect  that  the  state  will  loosen  its 
control  and  power  and  will  seek  legitimacy  to  maintain  its 
dominance.  Some  kind  of  corporatist  politics  will  emerge, 
followed  by  rapid  industrialization  and  the  growth  of  the 
middle  class.  Political  power  will  be  reformed  based  on  a 
social  coalition  foundation  and  corporatist  cooperation  in 

The  State-Labor  Relation  and  the  kdootion  of  EOI  and  ISI 

A close  correspondence  exists  between  the  state-labor 
relation  and  the  decision  of  developmental  strategy,  The 
state-labor  relation  provides  a clear  explication  of  why 
Taiwan  and  Korea  were  able  to  carry  out  EOI  since  1960. 
Their  economic  growth  was  based  on  the  expansion  of  a 
labor-capital  ratio  in  manufacturing.  The  East  Asian 
pattern  of  EOI  demonstrated  a noticeable  linkage  with  world 
economy  by  labor-intensive  use;  thle  sharply  contrasted 


with  ths  Latin  American  experience.  Brazil  and  Hexico 
attempted  to  reduce  their  vulnerability  to  international 
market  fluctuations  and  therefore  embarked  on  ISI  strategy. 
Thus,  the  state-labor  relation  was  one  of  the  crucial 
determinants  in  diverging  East  Asian  and  Latin  American 
HlCe'  development. 

The  linkage  between  labor-intensive  strategy  and  Eol 
in  Taiwan  and  Korea  during  the  l96Qs  and  19?os,  as 
discussed  above,  can  be  succinctly  summarized  by  several 
characteristics.  First,  EOT  entailed  an  abundant  unskilled 
labor  force  at  a very  low  wage  level.  Second,  labor's 
comparative  advantages  were  not  just  based  on  cheap  wages, 
but  were  also  based  on  high  labor  productivity  and  high 
work  intensity.  Thirdly,  EOI  development  based  on  labor- 
intensive  methods  and  low  wage  rate  was  associated  with 
weak  labor  bargaining  power.  Finally,  repressive  power  of 
the  state  was  necessary  to  restrict  labor  activities  and 
movements  in  order  to  ensure  social  and  political 
stability.  All  these  conditions  were  required  in  pursuit 
of  labor-intensity-led  EOI. 

In  Taiwan  and  Korea,  cheap  labor  came  to  an  end  in 
the  mid-1980s.  As  many  other  countries  emulated  cheap- 
labor  export  markets,  Taiwan  and  Korea  faced  serious  export 
competition  in  the  International  market  (Hade,  1988;  Kim, 
1990;  Chan,  1990;  Haggard,  1990).  The  export-oriented 
sectors  in  Taiwan  and  Korea  became  vulnerable  to 


international  trade  in  regard  to  costly  inputs — both  labor 
and  intemediate  and  capital  goods.  The  labor-absorptive 
capacity  corresponding  to  the  growth  of  the  economy  was 
going  to  decrease,  under  these  circumstances,  both  states 
moved  to  expand  their  labor-saving  Industrial  facilities. 

In  the  19608,  capital-  and  technology-intensive  industries 
were  intensified;  these  became  new  leading  sectors,  Instead 
of  labor-intensive  manufacturing  sectors.  In  recent  years, 
increases  in  labor  wages,  originating  from  labor  strikes 
and  disputes,  have  induced  firms  to  accelerate  the  adoption 
of  automotive  processes.  This  further  contributed  to  the 
declining  labor-absorptive  capacity  of  economic 
development. 

Taiwan's  strategy  for  upgrading  its  industrial  levels 
was  different  from  that  of  Korea.  Taiwan  emphasized  the 
development  of  high  technology  engineering  and  energy- 
saving industries,  high  value-added  manufacturing,  and 
strong  interindustry  linkages  (Liang  and  Liang,  1988). 

Korea  stressed  a shift  to  developing  heavy/chemical 
industries,  such  as  steel,  petrochemicals,  shipbuilding, 
and  automobiles  (Kim,  1990) . In  so  doing,  investment  in 
capital-intensive  industries  was  relatively  lower  in  Taiwan 

Full  employment  in  manufacturing  led  to  increase 
labor's  bargaining  power.  In  the  l97Qs,  in  Taiwan  and 
for  highly  skilled  labor  started  to 


demand 


increase  because  of  the  emphasis  in  deepening  the 
industrial  structure  and  of  creating  further  forward 
linkages  for  export  firms,  since  more  and  more  countries 
engaged  in  cheap  labor  exports,  an  increase  in  capital- 
intensive  manufacturing  exports  in  Taiwan  and  Korea  was 
urged,  which  required  more  highly  skilled  and  educated 
labor  to  operate  (Alschuler,  1988;  Gold,  1986;  Chan,  1990). 
Besides,  the  unskilled  labor  force  was  fully  absorbed  in 
labor-intensive  assembly-line  industries  as  EOI  reached  Its 


peak  in  the  late 
causing  high  labo 
especially  after 
EOI  development, 


urnover  rates  and  raising  wage  rates, 
0.  This  has  considerably  threatened 
ch  was  based  on  an  abundant  and  cheap 
, Taiwan  and  especially  Korea  widened 


the  difference  in  wages  between  highly  and  less  educated 
and  skilled  labor  (Hong,  1961] . The  wage  differential 
increased  Income  difference  among  laborers  that  then 
generated  unskilled  labor’s  dissent  with  state  policy  and, 
in  turn,  social  turbulence. 

Brazil  and  Mexico,  which  introduced  ISI  in  order  to 
primarily  depend  upon  the  capital-intensive 
industrialisation,  was  partially  affected  by  state-labor 
relations.  A comprehensive  framework  was  found  for  the 
linkage  of  ISI  strategy  with  strong  labor  organizations  and 
the  use  of  capital-intensive  methods.  There  was  a tendency 
toward  wage  escalation  as  the  power  structure  failed  to 


reject  pressures  from  labor  novementa . The  economic 
structure  of  ISI  eased  the  pressures  of  rising  labor  wages 
from  external  competitiveness.  Bventually,  under  151, 
domestic  firms  either  invested  more  in  labor-saving 
industries,  or  transferred  the  labor  wage  to  consumers. 
Thus,  the  rise  in  wage  rates  was  not  a threat  at  all  for 
ISl  development.  The  strong  labor  regime  created  a 
distortion  in  labor  costs  and  came  to  support  the 
implementation  of  ISl. 

The  sluggish  growth  of  employment  opportunity  in  the 
manufacturing  sector  in  Brazil  and  Mexico  in  the  1970s 
resulted  from  a fear  of  the  potential  power  of  labor  over 
the  bourgeoisie  and  the  state,  since  1930,  labor  unions  in 
Brazil  and  Mexico  increased  their  bargaining  power 
(Hamilton,  19B6;  Pereira,  1984;  Zapata,  1989;  Alves,  1989). 
Labor  codes  and  legislation  were  not  successful  in 
preventing  the  politicalization  of  labor. ^ Labor  became 
an  active  participant  in  politics.  Labor  unions  also 
acquired  major  distributive  rewards,  which  were  more 
effective  via  struggles  (i.e. , threats,  violence, 
demonstrations,  and  strihes)  than  abiding  to  state 
regulations  and  laws.  Even  in  the  most  authoritarian 
political  system,  a considerable  amount  of  negotiation  was 


labor  organiratlona 


carried  out  between  the  state  and 
(Sloan,  19B4). 

In  the  1980s,  labor  nilitancy  temporarily  declined 
during  the  severe  economic  recession  (1982-1985).  Economic 
stagnation  created  additional  unemployment,  which  caused 
workers  to  Cear  losing  their  jobs.  Labor  initiative  and 
movement  consisted  of  efforts  to  limit  unemployment  in 
contract  negotiations.  Guarantees  at  employment  stability 
were  frequently  accepted  in  lieu  of  wage  increases.  In  a 
relative  sense,  high  unemployment  rates  weakened  labor 
bargaining  power.  In  Mexico,  labor  militancy  was  sharply 
reduced  in  the  late  1960s.  In  Brazil,  labor's  tolerance 
for  the  authoritarian  regime  and  for  wage  restraints  came 
to  an  end.  Civilian  rule  returned  in  1985.  Massive 
strikes  occurred  and  laborers  looked  for  higher  wages  and 
better  working  conditions.  Labor  resistance  did  not 
decline  under  civilian  rule,  but  was  even  radical  to  the 
civilian  state. 

Wage  distortions  led  to  opposition  to  increasing  the 
use  of  the  labor  force  and  to  limiting  labor-intensive 
goods  for  export,  The  I5I  policy  made  such  accommodations 
of  labor  unions  more  acceptable  to  industry  (Alam,  1989] . 
High  labor  costs  were  considered  as  one  of  the  important 
factors  preventing  the  transition  to  EOI,  which  could  be 
achieved  without  reducing  cost  and  structural 
inefficiencies.  The  protection  of  domestic  markets,  via 


rates,  and  subsidies  for  inports  of  capital  and 
intemediate  goods,  all  resulted  in  ISI's  bias  against 
exports.  As  ISI  deepened  capital-intensivity  further,  lees 
employment  opportunity  was  created.  The  failure  of  ISI  to 
absorb  labor  led  to  raising  wage  rates  for  labor 
aristocracy.  The  burden  of  high  unemployment  increased 
governnent  social  expenditures  and,  at  the  sane  time, 
reduced  government  tax  revenues  in  labor  earnings. 
Governnent  fiscal  deficits  were  closely  interplayed  with 


The  State  versus  Local  Bourgeoisie 

During  the  stage  of  ISI  development,  Latin  American 
Hies  went  into  capital-intensive  industrialization.  The 
need  for  greater  capital  accumulation  resulted  in  the 
breakdown  of  the  industrialists-labor  coalition  and  the 
formation  of  a new  political  alliance  between  domestic 
industrialists  and  multinational  corporations.  The  new 
political  alliance  shared  economic  power  with  the  state 
enterprise  sector.  The  state  autonomy  of  Latin  American 
HICs  was  critically  restricted  by  the  new  political 
alliance.  The  secondary  ISI  was  inplenented  because  Latin 
American  HICs  politically  could  not  change  policies  to 
counter  industrialists'  windfall  profits  from  ISI. 
Nevertheless,  the  Brazilian  and  Mexican  states  did  not 


merely  reflect  and  reproduce  class  relationships  in  the 
society.  Both  states  sustained  their  relative  autonomy 
when  economic  and  legitimacy  crises  threatened  the  basis  of 
capital  accumulation. 

During  the  same  period,  the  strategy  of  groving  state 
enterprises  was  adopted  to  challenge  HHCs  and  domestic 
industrialists  in  order  to  obtain  more  state  power  in  the 
management  of  the  economy,  state  capitalism  was  a major 
feature  in  Latin  American  HICs'  development,  state-owned 
enterprises  eventually  became  important  in  domestic 
industrialization  and  economic  development.  The  new  phase 
of  "state  capitalism"  during  the  world  recession  of  the 
Bid-id70s  and  early  ISSOs  was  financed  by  borrowing  the 
Eurodollar  and  OPEC  dollars.  Debt-led  industrialization 
led  Latin  American  KICs  to  economic  stagnation. 

In  East  Asian  KICs,  EOI  brought  about  the  development 
of  private  sectors.  The  growth  of  private  sectors  was  in 
compliance  with  the  state's  outward- looking  development 
strategies.  A highly  economic  commitment  to  political 
legitimacy  was  also  a factor  in  privatization  of 
industries.  The  East  Asian  states  behaved 

entrepreneurially  to  assist  the  private  sector  in  achieving 
international  competitiveness  and  in  creating  a comparative 
advantage  through  dirigiste  industrial  policies.  As  a 
result,  in  a relative  sense,  state-owned  enterprises  in 


declining 


doaestic  industrialization  have  been 
importance  since  the  197Ds. 

The  Growth  of  Industrial  Sector  and  caaitaliem 

Bast  Aslan  and  Latin  American  Hies  developed  their 
industrial  sectors.  These  became  leading  sectors  Cor 
economic  growth.  During  the  period  1970  to  1988,  Taiwan 
and  Korea  experienced  high  economic  growth  rates.  The 
growth  rates  of  industrial  sectors  were  higher  than  those 
of  agricultural  sectors  (see  Tables  8-1  and  8-2).  This 
phenomenon  indicates  that  the  industrial  bourgeoisie 
rapidly  grew  along  with  the  expansion  of  industrial 
capacity. 

During  the  I970s,  Brazil  and  Mexico  had  high  growth 
rates  in  industrial  sectors,  compared  with  the 
international  standard.  Agricultural  sectors  in  both 
states  had  moderate  growth  rates.  Both  Industrial 
bourgeoisie  and  a modern  landlord  class  developed  and 
strengthened  their  business.  In  the  1980s,  the  growth  of 
industrial  sectors  dropped  sharply,  whereas  the  growth  of 
agricultural  sectors  maintained  moderate  growth  rates  (see 
Table  8-1).  After  the  second  oil  crisis,  Brazil  and  Mexico 
were  in  a economic  crisis.  The  1980s  were  the  worst  decade 
for  Brazil's  and  Mexico's  economic  development.  Low 
industrial  growth  rates  suggest  that  the  industrial 
Jmurgeoisie's  power  was  relatively  reduced  vis-a-vis  the 
state.  The  landlord  class  in  modern  agricultural  sectors 


strengthened  their  political  influence.  Nonetheless,  the 
industrial  sectors  still  accounted  for  a large  share  of 
GDP,  relative  to  the  agricultural  share  (see  Table  8-2). 

The  influence  of  industrialist  bourgeoisie  still  remained 
strong  in  state  policy-oiaking. 

Among  other  things,  it  is  interesting  that  the  rapid 
growth  of  industrial  sectors  also  brought  in  a large  number 
of  the  labor  force  into  the  productive  line.  It 

the  bourgeoisie.  Labor  unions  were  logically  expanded  with 
industrial  enlargement.  This  Indicates  that  the  growth  of 
the  industrial  sectors  not  only  contributed  to  the  rise  of 
the  bourgeoisie  in  Taiwan  and  Korea,  but  also  brought  about 
the  collective  bargaining  power  of  labor  unions  against  the 
bourgeoisie  and  even  the  state.  In  Brazil  and  Hexico, 
however,  the  economic  stagnation  in  the  ISBOs  relatively 
weakened  labor  bargaining  power  due  to  the  fear  of  losing 
jobs.  As  the  unemployment  rate  sharply  increased,  the 
number  of  labor  union  movements  decreased.  The  sharp 
decrease  of  the  real  wage  rate  in  Hexico  during  the  1980s 
confirms  the  above  statement  (see  Table  7-1  and  Appendix 
CJ  . Due  to  the  slowdown  of  industrial  growth  and  economic 
recession,  bourgeois  power  was  also  relatively  weakened 
against  state  intervention. 

In  the  lete  1980s,  development  in  Brazil  and  Mexico 
diverged.  The  Brazilian  state  shitted  from  an 


authoritarian  regime  to  a populist  one  in  the  iDid'19808. 
With  the  rise  ot  a civilian  regime,  labor  unions  and  the 
bourgeoisie  gained  more  bargaining  strength  against  the 
state.  Yet,  this  was  not  equivalent  to  the  Hexican  case. 
The  Hexican  state,  in  facing  the  economic  crisis,  was 
forced  to  intervene  in  the  private  sectors  with  more 
austere  measures.  Even  so,  the  well  politicization  of 
labor  unions  and  the  bourgeoisie  remained  challenges  to 
state  decisions. 

Incone  Distribution  and  the  State-Bouroeoisie  Relation 

As  previously  discussed,  the  distribution  of  national 
income  may  be  indicative  of  the  distribution  of  power.  The 
proposition  is  made  that  the  social  class  having  the 
largest  share  of  the  national  income  possesses  more  power 
in  the  society.  The  concentration  of  national  income  is 
one  antecedent  for  the  creation  of  a national  bourgeoisie. 
Tables  7-5  and  7-6  highlight  the  different  patterns  of 
labor-bourgeoisie  relations  in  the  four  NICs. 

In  Taiwan,  the  Gini  coefficient  declined  from  0.32  in 
1970  to  0.30  in  1989  and  the  quintile  ratio  decreased  from 


the  poor  was  reduced,  the  power  of  bourgeoisie  was 
relatively  weakened  against  the  other  social  classes.  In 
Korea,  there  was  a tendency  toward  income  concentration  i 
the  hands  of  the  great  bourgeoisies  once  again  since  1980 
The  emergence  of  large  private  enterprises,  encouraged  by 


the  state,  deteriorated  equality  in  Inaone  distribution. 
Nevertheless,  in  comparison  to  international  standards, 
Korea  had  a better  income  distribution. 

By  contrast,  Brasil  and  Hexico  have  the  worst  records 
of  unequal  income  distribution  in  the  world.  The  quintile 
ratio  in  Brazil  increased  from  19.7  in  1970  to  33  in  19ad. 
The  quintile  ratio  in  Hexico  was  is  in  1988.  The  gap 
between  the  rich  and  the  poor  was  widened.  This  implies 
that  the  bourgeoisie  had  a greater  share  of  power  in 
society  than  the  rest  of  the  social  classes.  In 
comparison,  the  Taiwanese  and  Korean  states  had  a lower 
degree  of  confrontation  with  the  bourgeoisie  classes  than 
the  Brazilian  and  Hexican  states.  Because  of  their  large 
population  in  poverty,  Brazil  and  Hexico  had  more  severe 
social  turmoils  than  had  Taiwan  and  Korea. 

Wage  Bates  and  the  Labor-Bourceolsle  Relation 

The  relation  between  labor  and  bourgeoisie  can  be 
simply  Indicated  by  the  change  in  real  wage  rates.  High 
real  wage  rates  were  generally  associated  with  the  rise  of 
labor  bargaining  power  against  the  bourgeoisie  and  the 
etate.  Before  1980,  Taiwan  and  Korea  had  low  real  wage 
rates.  Both  states  favored  domestic  industrial 
bourgeoisies  in  controlling  labor  wages  and  in  promoting 
EOl.  The  growth  of  EOI  during  the  1970s  advanced 
industrial  bourgeoisie  and  eliminated  the  sway  of  labor 
movements.  Political  coalition  of  the  bourgeoisie  with 


labor  unions  to  strengthen  their  bargaining  power  against 
the  state  did  not  taka  place  in  Taiwan  and  Korea;  neither 
did  the  alliance  of  the  bourgeoisie  with  HNCs.  Yet,  the 
growth  of  EOI  ascended  labor  unions  in  the  isaoa.  The  rise 
of  labor  movements  and  disputes  led  to  sharp  increases  in 

In  Brazil  and  Kaxico,  the  change  in  real  wage  rates 
clearly  reflected  the  change  in  bourgeoisie-labor 
relations.  In  the  early  stage  of  development,  coalition  of 
the  bourgeoisie  with  labor  unions  enhanced  their  power  in 
confronting  the  state  for  implementing  ISI.  The  interests 
of  the  bourgeoisie  and  labor  unions  were  based  on  the 
approach  of  ISI.  Beal  labor  wages  were  high  before  19S0. 
Yet,  since  1975,  the  alliance  between  the  bourgeoisie  and 
labor  unions  was  substituted  by  the  coalition  of  the 
bourgeosie  and  HNCs.  The  connection  with  MhCs  provided 
local  bourgeoisie  a better  chance  for  domestic  bourgeoisie 
to  gain  profits  and  access  to  political  apparatus.  Under 
the  impact  of  nationalization,  HNCs  were  forced  to  join 
with  local  bourgeoisie.  The  state  and  the  coalition  of 
bourgeoisie  with  HNCs  tended  to  reduce  wage  rates  (see 
Appendix  C) . The  lower  labor  wage  rates  in  the  late  1980s 
suggest  that  labor  unions  became  relatively  weaker  vis-a- 
vis  the  state  and  bourgeoisie  than 


economic  aevelopment  in  Korea.  Large-scale  chaebol 
dominated  over  60%  of  Korean  GDP. 

The  so-called  "big  push"  by  the  public  sector  In  the 
1970s  and  1980s  distinguished  Taiwan  from  Korea.  In 
Taiwan,  the  big  push  in  industrialisation  was  attributed  to 
the  improvement  in  infrastructure,  which  provided  a better 
environment  for  investments.  The  Taiwanese  state  changed 
Its  role  in  dominating  industry  and  in  competing  with 
private  sectors.  Rather,  its  role  was  to  stimulate  and  to 
assist  industrial  developments.  In  Korea,  the  big  push  was 
the  advancement  of  heavy  industries  and  the  growth  of 
large-scale  econcmies.  The  Korean  state  tended  to  use  such 
large  measures  to  increase  its  authority.  The  state  and 
the  bourgeoisie  collaborated  closely  to  cope  with  labor 
disputes.  Differences  in  state  management  styles  led  to 
very  different  economic  structures  and  developmental 
principles  between  Taiwan  and  Korea  (Lee,  1990;  Haggard, 
1990;  Chan,  1990;  Chu,  1989;  Gereffi  and  Wyman,  1990). 

Since  1970,  there  has  been  a noticeable  shift  in  the 
nature  of  political  leadership  in  policy-making  in  Taiwan 
and  Korea.  Policy-making  was  dominated  by  technocracy. 

The  state,  which  played  a role  in  industrialization,  was 
institutionalized.  Taiwan  and  Korea  possessed  a well- 
trained  and  clean  bureaucracy.  Those  bureaucrats  devoted 
their  expertise  to  determining  economic  policies  (Koo, 

1986;  Clark,  1988).  It  cannot  be  denied  that,  without 


these  bureaucrats'  contribution,  Taiwan  and  Korea  could  not 
avoid  the  drastic  shocks  of  the  world  oil  crises  and  world 


Economic  policy  declsion-naking  in  Taiwan  and  Korea 
was  different.  In  Taiwan,  the  Kounintang  state  did  not 
tend  to  fully  control  economic  decisions  and  heavily  relied 
on  economic  technocrats.  This  was  because  the  Koumintang 
only  aimed  at  political  domination  rather  than  economic 
domination.  The  economic  arena  was  kept  open  for  the 
people.  The  political  elites  did  not  have  any  involvement 
with  the  economic  elites.  The  state-bourgeoisie  relations 
were  distant.  The  bourgeoisie  imposed  weaker  political 
pressures  on  economic  policy  (Haggard,  1990;  Sold,  1986; 

In  Korea,  the  state  concentrated  its  power  in 
economic  policy-making.  The  authoritarian  nature  of  the 
state  was  fully  reflected  in  economic  policy  decision- 
making. Centralisation  of  state  power  in  industries 
featured  the  nature  of  the  Korean  state.  The  Korean  state 
attempted  to  steer  economy  by  exercising  its  influence  over 
entire  industries.  Thus,  the  Korean  state  insulated 
economic  decision-making  from  social  groups.  Economic 
technocrats  were  in  a position  of  giving  advice  rather  than 
making  decisions.  They  implemented  economic  policies 
without  interference  and  commanded  the  private  sectors  to 


follow  8t«te  praferencee  (Bumaiater,  1986;  Cheng,  1990; 

Zn  Taiwan,  economic  developreent  pursued  by  the  state 
was  used  as  a means  of  achieving  political  and  social 
stability.  The  Koumintang  state  preferred  using 
conetructive  measures  as  conciliatory  tools  to  improve  its 
relation  with  the  Taiwanese  rather  than  using  repressive 
measures.  Thus,  economic  growth  was  highly  urged  as  a 
development  goal.  "Srowth  with  stability  and  equality" 
became  the  Koumintang  state's  development  strategy  (Wu, 
1985;  Koo,  1983).  This  economic  assertion  brought  about 
the  formation  of  a small  enterprise  economic  system. 

In  Korea,  Park  and  Chun  came  to  power  through  a 
military  coup  and  intervention.  The  Park  and  Chun  regimes 
sought  to  enhance  their  legitimacy  by  stressing  economic 
performance.  Both  regimes  highly  centralized  their  powers 
in  the  political  syateo  and  in  policy-making  (Lim,  1986; 
Moon,  1988).  Using  economic  exclusion  and  political 
^hptession,  the  Park  and  Chun  regimes  were  able  to  promote 
economic  development  with  the  principle  of  "growth-first 
and  distribution-later."  This  imminently  engendered  the 
emergence  of  a large-enterprise  economic  system. 

"Growth  with  equality"  strategy  in  Taiwan  led  to  the 
formation  of  a small-firm  economic  eystem.  The  Koumintang 
state  promoted  small  and  medium  enterprises  by  taking 
adequate  measures.  It  provided  low  interest  rates  for 


investment  capital  and  actively  assisted  young  people  in 
create  their  businesses.  In  Taiwan,  the  financial  system 
did  not  specially  favor  the  large  entrepreneurists.  The 
development  of  large-scale  economies  became  difficult. 
Small  and  medium  enterprises  run  by  individuals  and 
families  emerged.  These  were  generally  more  adaptable  to 
any  external  shocks  and  kept  the  market  more  competitive 
than  did  the  large-sized  enterprises.  The  boom  in  the 
private  sectors  in  Taiwan  was  associated  with  high 
entrepreneurial  spirits,  which  created  a pronounced 
economic  structure  dominated  by  small  and  medium 
enterprises  (Liang  and  Liang,  1988;  Gold,  1986).  As  a 
result,  Taiwan's  economy  was  led  by  small-  and  medium-sized 
enterprises. 

"Growth-first  and  distribution-later"  emphasized  by 
the  Park  and  Chun  regimes  oaused  the  growth  of  large-scale 
enterprises  (Amsden,  1989;  Lee,  1990).  The  Industrial 
structure  shifted  away  from  light  industries  toward  heavy 
and  capital-intensive  industries.  The  emphasis  on  heavy 
and  capital-intensive  industries  led  to  a relative  neglect 
in  the  development  of  small  and  medium-sized  enterprises. 
The  government  and  the  Bank  of  Korea  gave  preference  to  the 
chaebol  for  loans  and  credits.  The  state's  discretionary 
protection  of  big  enterprises  also  accelerated  the 
conglomerate  concentration  of  industry.  With  the  advent  of 
massive  foreign  loans  by  the  stete,  large  private 


enterprises  took  advantage  of  nore  financial  credit  and 
funds  from  the  state.  Thus,  the  growth  of  the  chaebol  was 
associated  with  the  state's  preference  for  the  promotion  of 
heavy  and  capital-intensive  industries. 

The  availability  of  industrial  loans  for  big 
snterprises  granted  excessive  investments  and  caused 
business  concentration  (Hoon,  1988;  Lee,  1990;  Chu,  1989). 
Both  the  concentration  of  powerful  allocative  measures  and 
the  close  relationship  between  the  Park/Chun  regimes  and 
big  firms  (chaebols)  revealed  the  state's  preference  in 
industrial  policies  and  its  Intention  to  create  national 
champions.  The  total  sales  of  the  top  10  chaebols 
accounted  for  a lion's  share:  67.4*  of  GNP  in  1984, 
compared  to  17.1%  of  GNP  in  1975  (Asmden,  1989:116). 

Clearly,  the  Korean  economy  was  led  by  the  large-sized 
enterprises.  Because  of  this  phenomenon.  Income 
distribution  has  deteriorated  since  1970,  Income 
concentration  enabled  chaebols  tc  gain  nore  bargaining 
power  vis-a-vis  the  state. 

As  the  small-  and  medium-sized  industries  became 
dominant  in  Taiwan's  economy  during  the  1980a,  the 
Taiwanese  state  tended  to  establish  and  to  encourage  big 
enterprises  to  increase  their  industrial  capacity.  Even 
though  small-  and  medium-sized  firms  had  more  adaptability 
in  coping  with  external  shocks  and  had  more  market 
competitiveness,  they  lacked  international  networks  for 


selling  and  the  capability  to  diversify  their  products  and 
to  improve  product  quality.  In  order  to  accommodate  future 
challenges,  the  Taiwanese  state  encouraged  the  expansion  of 
small  and  medium  enterprise  capacity  and  the  establiehment 
of  industrial  alliances  (wei-sin-kun-chan  or  satellite 
firms]  linking  the  large  with  the  small-  and  medium-sized 

The  large-enterprise-led  economy  in  Korea,  however, 
made  the  state  pay  much  attention  to  the  growth  of  small 
and  medium  firms.  The  Korean  state  in  1984  withdrew 
support  from  the  hitherto  favored  chaebol  and  provided  more 
substantial  loans  and  support  to  small  and  medium 
industries  (Moon,  1988).  The  Korean  state  started  to 
promote  backward  linkages  between  large  and  small/medium 
enterprises  (Lee,  1990). 

Moreover,  the  economic  policy  in  promoting 
industrialization  also  differed  in  Taiwan  versus  Korea. 

Both  provided  different  policy  measures  to  stimulate  EOl. 
Taiwan  fostered  fiscal  subsidies  with  relatively  free 
credit  markets.  Korea  adopted  credit  subsidies  and 
financial  support  (Haggard,  1990;  Bradford  and  Branson, 

1987;  Myers,  1986;  scitorsky,  1986).  In  other  words, 

Taiwan  manipulated  fiscal  incentives  to  support  private 
sectors,  yet,  Korea  operated  financial  incentives  to 
assist  private  sectors.  The  financial  incentives  in  Korea 
favored  export-oriented  sectors  to  receive  low-interest 


loans.  The  favored  sectors  tended  to  become  capital- 
intensive  and  large-scale.  Financial  subsidies  enlarged 
fiscal  deficits,  which  were  mostly  financed  by  foreign  and 
domestic  loans.  Financial  subsidies  brought  about  the  rise 
of  large  enterprises  and  amplified  external  debts. 
Purthemore,  low  Interest  rates  for  loans  suppressed  the 
interest  rates  for  deposits  and  discouraged  savings 
deposits.  Low  savings  rates  caused  the  end  of 
financial/oredlt  subsidies.  The  cost  of  fiscal  subsidies 
in  Taiwan,  however,  was  much  less  than  the  cost  of 
financial  subsidies  in  Korea,  this  prevented  the  bias 
between  factor  inputs  and  decreasing  savings  rates,  Host 
importantly,  while  financial  subsidies  were  in  favor  of 
large  enterprises,  fisoal  subsidies  were  more  equally 
distributed  to  the  private  sectors.  This  encouraged  the 
small-  and  medium-sized  enterprises  in  pursuit  of  BOX. 

Like  Taiwan  and  Korea,  the  process  of  growth  and 
structural  change  In  Brazil  and  Mexico  was  supervised  by 
the  state.  These  four  NICs  can  be  construed  as 
achievements  in  state  capitalism.  Vet,  unlike  Brazil  and 
Mexico,  Taiwan  and  Korea  tended  to  be  more  market-oriented 
capitalism.  In  ths  early  19S0s,  Brazil  and  Mexico 
increased  their  emphasis  on  the  directing  and  participatory 
role  of  the  state.  The  nature  of  the  Taiwanese  and  Korean 
states  gradually  shifted  from  conservatlvism  to 
liberalization.  Both  states  were  starting  to  ease  controls 


in  economy  and  to  pursue  trade  internationalization  and 
liberalization.  In  contrast,  the  Brazilian  and  Mexican 
states  increased  their  directing  role  in  the  econonic  and 
industrial  sectors.  Both  states  appeared  to  be  the  force 
to  activate  the  growth  of  caplcalism. 

Features  of  Brazil's  and  Mexico's  public  sectors  of 
the  1980e  resembled  those  of  Taiwan  and  Korea  of  the  1960s 
and  1970s.  Taiwan  and  Korea  transferred  public  sectors 
into  private  hands  because  of  a concern  on  inefficiency  and 
an  image  of  non-denocratization,  and  the  rise  of  social 
forces,  followed  by  the  boom  of  Industrial  sectors.  In 
Brazil  and  Mexico,  the  public  sectors  became  important  and 
decisive.  They  nationalized  the  banking  system.  The 
control  of  financial  units  gave  great  power  to  the 
Brazilian  and  Mexican  states  (Pereira,  1984;  Story,  1986; 


The  public  sector  provided  a key  factor  in  propelling 
growth.  In  Brazil,  the  massive  mobilization  of  capital, 
usually  administered  by  state  enterprises,  peaked  in  the 
Qeisel  and  Figueiredo  administrations  (Schneider,  1987). 

Of  the  largest  20  domestic  firms,  19  were  in  the  public 
sector.  International  financial  pressures,  however, 
discouraged  the  development  of  Brazil's  capital-intensive 
economy  and  public  sector.  The  cheaper  and  abundant 
foreign  capital  that  financed  the  expansion  of  public 
sectors  in  the  19706  were  no  longer  available.  In  the 


allocated  in  accordance  with  socially  defined  needs.  In 
the  aftermath  of  nationalisation,  it  gave  the  state  a 
powerful  new  instrument  for  directing  the  economy 
(MaKfield,  1990;  Philip,  1988).  Yet,  nationalisation  of 
the  banking  systeni  added  financial  burdens  to  the  public 
deficits. 

In  Brasil  and  Mexico,  the  expansion  of  public  sectors 
was  heavily  financed  by  foreign  borrowings.  Debt-led 
development  led  to  the  growth  of  public  sectors.  In  the 
19B0S,  Brasil  and  Mexico  appeared  less  and  less  able  to 
finance  their  public  investments  from  their  own  sources  and 
foreign  loans.  It  was  difficult  for  both  states  to  satisfy 
all  sectors  of  society.  A mixed  economy  was  elicited  with 
responses  from  different  social  classes.  Both  states  were 
forced  to  sell  public  enterprises.  In  Mexico,  during  the 
de  la  Madrid  sexenio,  there  was  a sharp  reduction  in  the 
large  number  of  Mexico's  so-called  parastatala  (or  public 
enterprises),  from  1,1S5  parastatals  in  1982  to  400  or  less 
in  1988  (Weintraub,  1990:6).  The  public  enterprises  sold 
out  to  foreign  hands  rather  than  to  domestic  private  hands. 
In  return,  the  state  weakened  its  bargaining  power  against 
foreign  firms  and  even  the  domestic  bourgeoisie. 

In  Brazil,  the  alliance  between  the  military 
authoritarian  regime  and  Industrialists  was  the  source  for 
ffi®  nature  of  the  Brazilian  authoritarian  state  and  its 
political  strength.  Like  in  Korea,  the  alliance  in  Brazil 


supported  the  bourgeoisie  to  expand  their  businesses. 

Credit  subsidies  encouraged  sore  capital-intensive 
investment.  This  is  why  military  authoritarian  regimes 
often  linh  with  capital  "deepening"  industrialisation. 
Public  investments  from  the  military-authoritarian  regime 
were  much  greater  than  those  from  the  populist  regime.  And 
the  emphasis  of  capital-intensive  industrialisation 
required  a large  amount  of  capital.  At  this  point, 
certainly,  the  authoritarian  state  relied  on  larger  foreign 
capital  than  did  the  populist  one.  The  more  financial 
subsidies  favored  the  bourgeoisie,  the  more  likely  they 
contributed  to  the  emergence  of  large  enterprises. 

Besides,  the  state  buying  bankrupt  private  firms  and 
keeping  them  operating  makes  the  state  enterprises 
unprofitable  and  inefficient. 

Compared  to  Brasil,  Mexico  seems  more 
institutionalised.  Because  the  Brasilian  state  lacked 
institutionalisation,  turnover  of  the  top  leadership  was 
high.  Mexican  political  stability  was  based  on  political 
pluralism.  The  attitude  of  the  state  was  attempting  to 
satisfy  all  sectors  of  society.  The  development  of  a large 
public  sector  was  used  to  support  rather  than  to  compete 
with  private  sectors.  The  Mexican  state  also  promoted  the 
private  sector  by  a low  level  of  taxation,  subsidies,  and 
protection  from  foreign  competitors.  Lou  taxation  levels 
led  to  low  revenue  levels.  Low  taxation  levels  and 


istpressive  subsidies  undeniably  relied  on  borrowings 
(domestic  and  foreign).  Vet,  the  private  sector’s  distrust 
of  the  state  generated  the  fear  that  the  state  was  becoming 
too  involved  in  the  economy  at  the  expense  of  the  private 
sector.  The  distrust  and  fear  remained  high  during  the 
periods  of  the  Echevarria  and  Portillo  administrations,  and 
even  during  the  de  la  Madrid  administration.  The  Mexican 
development  model  during  1970-1980  was  based  on  a deep 
distrust  of  uncontrolled  private  sectors.  The  conflict 
between  public  and  private  sectors  diminished  since  the  de 
la  Madrid  administration  initiated  the  development  of 
privatization,  Privatization  dismantled  the  role  of  the 
Mexican  state  in  directing  the  economy. 

State-Bouraeolaie  Relations  and  the  Adoption  of  Eol  or  isi 
The  state-bourgeoisie  relation  determined,  in  part, 
the  choice  of  Eol  or  ISI.  The  weak  state  linked  with 
strong  bourgeoise  classes  was  the  major  factor  for 
continuously  implementing  ISI  in  Latin  American  Hies.  The 
high  import  restrictions  for  almost  40  or  50  years  made 
most  Mexican  and  Brazilian  industries  noncompetitive.  The 
ISI  economic  structure  was  deeply  entrenched  in  Brazilian 
and  Mexican  societies.  To  design  an  alternative  from  ISI 
was  difficult  to  execute.  In  Taiwan  and  Korea,  as  BOI 
brought  about  economic  growth  and  trade  surplus,  the 
private  sector  grew  with  its  rapid  expansion.  The 
bourgeoisie  formed  a new  political  coalition  to  support 


sxport-oriented  pollciaB.  Exporting  sectors  became  the 
leading  sector  in  the  economy.  Vet,  the  growth  of  private 
sectors  did  not  impose  pressure  on  the  state  to  implement 
ISI,  partly  because  of  the  small  domestic  markets  and  a 
high  domestic  competitiveness.  The  Taiwanese  and  Korean 
states  were  forced  to  internationaliie  and  liberalise 
capital  and  markets  in  order  to  bolster  domestic  export 
sectors.  Both  states  became  supporters  of  export  promotion 
rather  than  directors  of  economic  development. 

In  Taiwan  and  Korea,  as  the  share  of  the  public 
sector  in  GDP  became  small  (in  a relative  sense),  the 
private  sector  became  a dynamic  force  for  economic 
development,  it  hae  been  argued  that  the  implementation  of 
EOI  rested  on  substantial  political  autonomy.  Because  of 
the  limitation  of  small  domestic  markete,  the  growth  of  the 
private  sector  pushed  EOI  to  go  further  rather  than  to 
foster  ISI,  which  protected  domestic  markets.  The  effect 
of  EOI,  with  almost  30  years'  promotion,  linked  domestic 
economies  with  international  markets  in  order  to  seek 
profits.  As  EOI  went  further,  the  open  economy  (with  free 
market  and  trade  liberalisation)  had  to  be  met  (Chu,  1989; 
Chan,  1990;  Clark  and  Chan,  1990;  Lin,  1969;  Haggard, 

1990) . 

The  foreign  policies  of  Taiwan  and  Korea  changed 
^f88tically  in  the  1960s  in  order  to  adapt  to  external 
shocks,  Taiwan  and  Korea  broke  through  with  their 


rigidly 


inflexiblB  toreign  policy  and  stressed  econonic  contact 
with  communist  countries.  Enlarging  trade  regions  and 
trade  partners  became  a major  concern  to  maintain  the 
development  of  EOI  and  to  augment  trade  volume. 

Diversifying  trade  partners  instead  of  concentrating  on  the 
American  market  would  prevent  trade  vulnerability. 

To  approach  international  trade  and  to  be  a giant 
exporter  in  the  world  market  require  the  liberalization  of 
politics.  A liberal  political  structure  may  contribute  to 
promote  EOI  further.  Indeed,  in  the  late  1980s,  the  Lee 
administration  in  Taiwan  and  the  Roh  administration  in 
Korea  have  approached  demccractization  under  a strong 
desire  by  their  societies.  Not  only  have  econonic  policies 
been  liberal  but  also  social  welfare  policies  have  been 
underscored.  This  argument  conflma  that  free  trade  and 
open  economy  go  together  with  a more  liberal  political 
system,  only  can  a liberal  state  contribute  to  econonic 
development  through  a free  economy.  An  increase  in  social 
cost  and  labor  wage  is  not  able  to  maintain  international 
market  competitiveness  and  EOI  development.  Labor- 
intensive  exporting  industrialization  would  be  phased  out 
and  be  substituted  by  a upgrading  capital-  and  skill- 
intensive industrialization.  Only  by  upgrading  their  level 
of  production  can  Taiwan  and  Korea  maintain  their 
competitiveness  in  the  world  market. 


the  state  autonony  theory  is 
ohallengad  because  it  can  not  fully  explain  how  economic 
developraent  eventually  lessens  a state's  autonony  fron 
society.  It  assumes  that  a highly  autonomous  state  will 
bring  a)>out  economic  growth  and  in  turn  the  state  will 
enjoy  more  legitimate  power  from  the  society.  Yet,  in  the 
case  of  Taiwan  and  Korea,  their  high  degree  of  relative 
state  autonony  ensured  economic  growth  in  the  beginning 
1950b  and  19e0s.  High  econonic  growth  brought  the  state 
ncre  authority  in  the  197os,  but  high  economic  growth 
reduced  the  state's  power  in  the  economy  in  the  1980b.  The 
state  theory  thus  far  powerfully  explains  economic 
development  with  state  autonomy  at  the  first  stage  of 
development,  but  it  is  unable  to  explain  the  linkage 
between  economic  development  and  democracy  for  the  final 
stage  of  development.  That  is,  the  relaxation  of  state 
control  with  fostering  liberalization  guarantees  economic 
development  and  further  EOI. 

The  Brazilian  and  Mexican  developments  were 
vulnerable  to  international  capital  dependence.  Both 
states  had  a greater  bias  toward  self-sufficiency  than 
toward  international  trade.  In  Brazil,  borrowed  money  was 
not  used  optimally,  but  was  used  to  sustain  ISI  growth  and 
to  finance  public  deficits.  In  Mexico,  the  large  amount  of 
foreign  borrowing  was  spent  on  capital  flight,  luxury 
consumption,  consumers'  subsidies  and  public  investments. 


early  1980s  can  be  characterised  as  the  stage 
ISI  (Haggard,  1980;  Anderson,  1990).  Foreign 


policies.  After  the  debt  crisis  occurred,  the  ISI  was 
under  serious  criticisn.  Export  pronotion  was  recognired 
as  urgent.  Vet,  the  ISI  implenented  for  almost  a half 
century  had  gone  too  far  in  reorienting  development 
policies.  With  strong  political  pressures  from  states,  the 
commitment  to  an  expansion  of  ISI  would  not  be  given  up. 

AS  deepening  industrialisation  further  developed,  the 
state-bourgeoisie  relation  closed  and  ISI  was  further 
supported  and  widely  Implemented.  By  the  1980s,  Brasil  and 
Mexico  had  attempted  to  supplement  ISI  with  export 
promotion  of  nontraditional  products  (see  Appendix  0). 
Indeed,  the  end  of  foreign  loans  and  the  need  to  sustain 
trade  surplus  tor  debt  services  would  have  led  to  devalue 
currency  and  cut  wage  rates,  which  in  turn  would  stimulate 
exports  (Haggard,  1990;  Sanderson,  1990).  It  would  bring 
about  domestic  exporting  sectors.  As  export  sectors 
expanded,  they  were  li)cely  to  form  a new  coalition 
supporting  export-oriented  policies  against  those  groups 
supporting  traditional  ISI  policies.  This  point  helps 
explain  why  export  promotion  became  possible  in  the  19B0s 
without  abandoning  ISI.  Furthermore,  the  continuation  of 
export  promotion  until  the  export-oriented  sectors  expanded 


would  be  dsemed  as  an  opportunity  tor  Brazilian  and  Mexican 
economic  transition  from  ISI  to  EOI. 

The  Brazilian  state  under  a military  authoritarian 
regime  during  1964-1985  had  made  an  effort  to  promote 
exports  with  macroeconomic  policies,  crawling-peg  exchange 
rates,  a reduction  of  protection  and  lower  tariffs,  and 
export  subsidies.  Because  of  the  emphasis  on  price 
mechanism  and  free  market,  the  authoritarian  regime  tended 
to  be  more  outward- looking  oriented  (Hartyn  and  Horley, 

1986;  Anderson,  1990).  Nonetheless,  economic  reform  did 
not  change  fundamentally  away  from  ISI  doctrine.  The  deep 
and  widespread  ISI  economic  and  industrial  structure  in 
Brazil  limited  the  choice  of  economic  policy  and  the  range 
of  policy  reform.  Consequently,  even  though  export 
promotion  was  being  carried  out  in  the  late  1980s  after  the 
debt  crisis,  the  rise  of  the  new  democratic  (civilian) 
government  of  Jose  Sarney  also  suggests  that  Brazil  will 
face  strong  political  constraints  by  social  forces  as  it 
attempts  to  foster  an  alternative  instead  of  its 
traditional  ISI. 

Historically,  the  Mexican  state  designed  policies  to 
seek  and  to  shape  the  trend  for  less  dependnece  on 
International  markete.  It  pursued  aggressive  strategies  of 
industrialization  through  import  substitution,  despite  some 
high  coats.  Foreign  borrowing  and  oil  bonanzas  allowed  the 
Mexican  state  to  push  ISI  in  new  sectors.  Through  fiscal 


and  financial  aubsidias,  the  large  private  enterprises 
expanded  their  business.  The  growth  of  large  enterprises 
deteriorated  Incone  distribution.  The  bourgeoisie 
Initially  supported  state  strategies.  In  1982,  the  state 
was  unable  to  service  its  debt,  and  a debt  crisis  took 
place.  The  Mexican  development  became  crippled  as  a result 
of  external  financing  difficulty.  The  austerity  of  IMF 
stability  program  forced  the  Mexican  state  to  control 
Inflation,  out  the  wage  rate,  reduce  public  investment,  and 
release  import  controls.  These  measures  directly 
encouraged  exporting  sectors.  Also,  in  1982,  Mexico  joined 
the  GATT  and  made  efforts  at  trade  liberalization.  The 
development  during  the  sexenio  of  de  la  Madrid  with 
privatization  and  economic  liberalization  stimulated  export 


performance. 


CHAPTER  9 

THE  STATE  AND  FOREIGN  CAPITAL  (1950-1970) 

Ifie  State  and  Direct  Fortion  rnyegtaanr 
The  state  and  Multinational  corporatlnna 

portfolio  investment,  became  very  active  in  Third  World 


half  of  this  century,  over  60t  of  all  direct  foreign 
investment  was  in  the  Third  World.  About  55t  went  to  the 


1960s.  On  the  one  hand,  incentive  policies  of  Third  World 


international  narket  competitiveness  (Ghosh,  1984;  Jenkins, 

The  role  of  direct  foreign  investment  (DFI)  became 
important  for  the  Third  World's  economic  development  in 
terns  of  capital  formation,  technology  transfer,  industrial 
productivity,  manufacturing  output,  and  job  creation.’ 

Local  firms  could  learn  the  efficiency  to  operate 
profitably,  new  managerial  techniques,  and  measures  adopted 
to  increase  labor  productivity  from  MNCs.  Most  important, 
HNCs  promoted  export  manufactures.  Thus,  the  participation 
of  MNCs,  stressed  by  modernization  theorists,  becomes  the 
dynamics  of  Third  World  development. 

Nevertheless,  HNCs  also  brought  obstacles  for  Third 
World  economic  development  due  to  their  monopoly  and 
dominance  in  the  leading  sectors  against  profits  of  host 
countries.  Besides,  MNCs  were  looking  after  their  own 
financial  interests  first  and  left  in  the  host  country  only 
that  which  was  necessary  to  continue  operations,  rather  than 
expand  their  capacity.  More  benefits  accrued  to  HNCs  than 
to  the  host  country.  The  MNCs  did  not  become  active 
partners  in  their  economic  development  efforts.  Finally, 
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MNCa  brought  about  aome 
developaent,  euch  aa  inadequate  technology  transfer, 
industrial  concentration,  denationalization,  unequal  income 
distribution,  and  unemployment.  In  this  point,  East  Asian 
and  Latin  American  Hies  present  very  different  development 
patterns  and  state  policies  dealing  with  MNCe.  These 

development  paths.  How  the  state  used  its  power  and  faced 
the  challenge  of  MNCs  indicate  why  East  Asia  developed 
successfully  but  Latin  America  did  not  (see  Appendix  D) . 

The  HNCs  seek  to  maximize  profit,  which  contradicts 
the  Interests  of  the  host  countries.  Logically  speaking, 
both  the  HHCs  and  the  host  state  search  for  benefits. 


Potential  conflict  is  inevitable,  "in  the  sense  that  one  or 
another  would  like  to  acquire  more  of  the  available  pie" 
{Vernon,  1977:165).  There  are  two  major  factors  in  the 
interaction  between  states  and  HNCs.  One  is  the  state 
policy  toward  DPI  and  the  other  is  the  objectives  of  HNCs. 
The  objectives  of  HNCs  fall  into  three  types:  resources, 
markets,  and  efficiency  (fiehrman,  1954:101).  Yet,  HNCs* 
choice  still  depended  largely  upon  state  policies  with 
respect  to  the  HNCs*  profit-seeking  orientation.  The 
linkage  between  inflows  of  DPI  and  state  policy  has  been 
crucial  for  Third  World  development  in  the  postwar  period. 

The  host  developing  state,  thus,  has  a psychological 
ambivalence  toward  HNCs.  How  to  attract  direct  foreign 


investors  and  prevent  their  donlnance  becone  important  and 
are  associated  with  state  capability  and  strength.  In  the 
first  period  of  1950-1970,  ve  stressed  that  state  policies 
aimed  at  creating  a better  investment  climate  to  induce  DPI 
rather  than  to  restrict  the  profit  and  power  of  HKCs.  Such 
policies  were  interest  subsidies,  investment  laws, 
devaluation,  and  wage  and  labor  policies.  Yet,  from  1970  to 
the  present,  the  state  has  restricted  and  changed  HMCs* 
behavior  and  power  through  restrictive  nationalization  cr 
indigenization  policies.  Indeed,  national  incentives  and 
restriction  policies  in  host  developing  countries  have 
brought  about  substantiai  changes  in  the  nature  of  DPI  and 
the  structure  of  ownership  of  HHCs,  and  this,  in  turn,  has 
had  a considerable  impact  on  the  host  countries'  economic 
development.  This  occurred  in  both  East  Asian  and  Latin 
American  Nlcs. 

East  Asian  Nice  differed  from  Latin  American  Nice  in 
the  way  they  attracted  DPI.  Host  rescurce-and-market- 
oriented  HNCs  were  viiling  to  invest  in  Latin  American  NICs, 
whereas  most  efficiency-oriented  MNCs  tended  to  invest  in 
East  Asian  NICs  during  the  19eos  and  1970s.  The  HNCs  were  a 
major  beneficiary  of  ISI  in  the  19505  and  I960e,  especially 
in  Latin  American  NICs.  However,  since  1970,  the  bargaining 
power  of  HNCs  has  been  reduced  as  the  host  statee  became 
stronger.  The  added  strength  of  the  host  state  was  derived 


from  a long  learning  experience  of  interaction 


fron  the  growth  of  state  and  locsal  enterprises  as  potential 
oonpetitors  with  HHCs,  and  from  the  eatablishnent  of  a 
capable  technocratic  bureaucracy  and  knowledgeable 
leadership.  They  have  produced  specific  relations  designed 
to  cope  with  HNCs'  protalens.  The  threat  of  nationalization 
or  indigenization  policies,  or  of  taking  over  local  HNCs’ 
control  and  ownership,  was  a strong  bargaining  weapon  in  the 
hands  of  states.  This  threat  raised  anxiety  and  caused 
panic  among  HNCs. 


The  DPI  was  used  as  an  instrument  by  the  host  stat 
for  improving  its  economy.  In  the  period  of  1950-1970, 
was  adopted  to  establish  domestic  Industrialization  and 
upgrade  manufacturing  production.  The  introduction  of  D 
was  urged  due  to  the  lack  of  capital  formation  and 
technological  know-how.  East  Asian  and  Latin  American  N 
have  been  encouraging  DPI  through  vari 


off  economically. 

The  strategy  of  fostering  domestic  industrialization 
to  attract  DPI  was  the  same  for  the  two  regions,  whereas  the 
choices  of  the  host  state  and  the  HKC  made  the  process  very 
different  in  the  two  regional  NICs.  In  East  Asian  KICs,  the 
linkage  between  state  policies  and  inflow  of  DPI  was 
stressed,  starting  fron  the  transition  of  ISI  to  EOI. 

During  the  early  1960s,  Taiwan  and  Korea  reformed  their 
economic  policies  with  an  emphasis  on  trade  liberalization 
and  export-led  growth.  The  reorientation  of  economic  policy 


Invite  foreign  ii 


end  to  promote 


manufacturing  exports,  by  which  earned  foreign  exchange  and 
solved  balance  of  payments  problem.  Taiwan  and  Korea 
operated  policies  were  highly  selective  and  adaptive, 
favoring  certain  industries  that  they  lacked  technology  and 
capital  (Hade,  19BBrS3;  Luedde-Heurath,  1980:74;  Jenkins, 
1991:199),  Foreign  investment  was  allocated  only  to 
export-based  and  newly  existing  industries.  The  role  of  OFI 
was  of  considerable  importance  in  export  promotion. 

In  Latin  Aioerican  HICs,  however,  the  linkage  between 
state  policies  and  the  inflow  of  DFI  occurred  during  the 
transition  of  primary  and  secondary  ISI  phases  (Gereffi, 
1989:521).  The  primary  ISI  was  financed  by  the  primary 
export  earning,  whereas  the  secondary  ISI  was  supported  by 
foreign  investment.  Direct  foreign  investment  concentrated 
on  import-substituted  industrialisation  to  produce  durable 
consumer  goods  mainly  to  satisfy  the  demand  of 
middle-and-upper-classes,  rather  than  for  exports.  In  Latin 
America,  it  was  unfair  to  blame  MHCs  for  the  negative  impact 
on  later  development  in  the  first  place.  The  Srasilian  and 
Hexican  states  should  conceive  how  to  cope  with  or  utilise 
MNCs  to  assist  domestic  industrialisation.  If  not,  HNCs 
could  take  more  advantage  on  the  host  states. 

The  relation  between  the  state  and  the  private  sector 
distinguished  the  development  dynamics  In  East  Asia  from 
Latin  America.  In  East  Asian  NICs,  during  the  1950s  and 


sectors  to  produce  consumer  nondurable  and  durable  goods 
during  the  primary  ISI  and  primary  EOl  phases.  Domestic 
private  sector  grew  rapidly  and  expanded  its  production 
capacity  that  became  the  leading  sector  tor  Bast  Asian  take- 
off. In  contrast,  the  secondary  ISI  in  Latin  American  Hies 
meant  that  foreign  manufacturers  were  eagerly  invited  to 
produce  formerly  imported  manufacturing  goods.  Local 
manufacturers,  relatively,  were  less  encouraged  and  ignored 
by  the  state.  As  foreign  firms  grew,  local  firms  became 
less  competitive  with  MNCs.  Foreign  firms  became  dominant 
in  local  markets  and  threatened  national  economy. 

Direct  foreign  investment  played  a negligible  role  in 
Bast  Asian  Nica  during  the  1950s  because  the  internal 
markets  were  too  small  and  politics  were  unstable.  Also, 
the  netional  security  of  Taiwan  and  South  Korea  was 
threatened  by  Communist  China  and  Porth  Korea.  In  the 


:he  Korean  V 

substantially  supported  domestic  capital  formation  and 
sustained  Taiwanese  and  Korean  economic  development  during 
the  151  period.  Industrialization  was  undertaken  with  the 
support  of  domestic  capital  and  Anerican  aid,  not  DFI.  In 
contrast,  DFI  in  Brazil  and  Mexico  was  remarkable  because  of 
large  domestic  markets  and  rich  natural  resources  and, 
partly,  because  of  their  long-term  experiences  with  Western 
colonialism. 


The  pattern  of  luring  DPI  to  Taiwan  and  Korea  was 

greater  in  Taiwan  than  in  south  Korea.  Nevertheless,  the 
amount  of  DPI  in  Taiwan,  by  comparison  with  that  in  Brazil 
and  Mexico,  was  relatively  small.  From  1951  to  1960,  DPI  in 
Taiwan  totalled  about  S3S.7  million,  which  represented  only 
1.6%  of  total  investments  and  3.9%  of  private  Investments 
(Ranis  and  schive,  1985).  Of  a total  DPI  of  $35.7  million, 
$10.4  million  (about  30%)  were  from  overseas  Chinese 
Investments  (Gold,  1986).  Prom  1952  to  1960,  American  aid 
to  Taiwan  constituted  about  82%  of  all  foreign  capital 
commitment,  which  is  about  45.5%  of  gross  domestic  capital 
formation. 

In  Korea,  the  inflow  of  DPI  began  in  1962  because  of 
the  influences  of  the  Korean  War  and  political 
instability.^  The  Korean  economy  has  been  worse  because  of 
the  devastion  of  its  domestic  industry  and  infrastructure. 
Korean  reconstruction  was  assisted  by  a massive  inflow  of 
U.S.  aid  from  1953  to  1960.  These  efforts  only  aimed  at 
resuming  previous  production  levels  rather  than  expanding 
them  (Xuznets,  1977:41),  American  aid  financed  about  $2,447 
million  from  1953  to  1962,  which  was  up  to  80%  of  total 


fixed  capital  fomation  [Cole^  19d0;  Haaon  et  al.,  1980).^ 

In  contrast,  in  Brazil,  DPI  totally  anounted  to  8724  million 
from  19S0  to  19fi0  and  in  Hexlco  up  to  $1,018  million  in  the 
same  period.  Thus,  in  the  l9Sos,  DPI  played  a much  greater 
cole  in  helping  Mexican  and  Brazilian  development  than  in 
helping  Taiwanese  and  Korean  development  (Table  9-1} . 

The  DPI  in  Taiwan  increaeed  substantially  only  after 
1965,  followed  by  the  termination  of  American  aid.  Before 
1965,  dependence  on  American  aid  was  very  high  with  42.78  of 
gross  domestic  capital  formation  during  1952-1955,  compared 
with  1.38  gross  domestic  capital  formation  from  private 
foreign  and  oversea  Chinese  investment;  34.18  compared  with 
1.68  gross  domestic  capital  formation  from  DPI  during 
1956-1960;  and  16.98  vis-a-vis  4.58  total  DPI  during 
1961-1965.  The  share  of  private  foreign  and  oversea  Chinese 
investment  increased  up  to  6.18  during  1966-1970.  Even 
though  this  percentage  (8.18)  was  the  highest  in  the  past 
four  decades,  the  importance  of  DPI  relative  to  gross 
domestic  saving  declined.^  The  ratio  of  DPI  to  gross 
domestic  capital  formation  declined  afterward  when  Taiwan's 
domestic  savings  increased.  Clearly,  Taiwan's  investment 
came  mainly  from  domestic  savings  rather  than  from  DPI. 


promoting  export  manufactures 


Yet,  the  importance  of  DFI  in 
and  technology  transfer  was  unqueetlonable  as  a spearhead  in 
Taiwan's  export-led  growth,  simultaneously,  Taiwan  shifted 

foreign  capital  as  a substitute  for  the  curtailihg  American 
aid.  This  was  the  reason  that  DFI  share  in  gross  domestic 
capital  formation  increased  after  the  mid-1960s  as  American 
aid  ended  (Huang,  1989) . 

Foreign  capital  did  not  challenge  the  role  of  the 
state  in  promoting  domestic  development  in  Taiwan  and  Korea. 
The  governments  of  Taiwan  and  South  Korea  effectively 
manipulated  foreign  investment  in  the  industrial  sector. 
Domestic  manufacturing  output  for  export  replaced 
agricultural  exports.  Reorientation  of  the  development 
strategy  was  accompanied  by  the  emergence  of  new  forms  of 
DFI  that  stressed  low-coat  labor  and  started  the  "product 
cycle"  in  the  international  division  of  labor  (Vernon, 

1966).  Besides,  foreign  capital  became  available  in  the 
international  capital  market  during  the  1960s.  Brazil  and 
Mexico  were  also  substantially  affected  by  the  new 
international  economic  order  through  international 

During  the  1950s,  DFI  was  emphasized  by  the  government 
in  Taiwan.  The  ratification  of  the  statute  for  Investment 
by  Foreign  Nationals  in  1954  and  the  Statute  for  Investment 
by  oversea  Chinese  in  195S  was  carried  out.  Vet,  the  effect 


was  below  expeotation  during  this  period.  Foreign 
investnent  was  only  $25.5  Billion  during  1951-1960.  The 
annual  average  was  about  $3.2  Billion,  overseas  Chinese 
investBent  was  only  $10.4  Billion  during  1952-1960,  with  an 
annual  average  being  about  $1.2  Billion  (Hu,  1999;  Gold, 
1988).  The  inflow  of  U.S.  aid  wae  about  $102.8  Billion 
annually  in  the  same  period,  over  968  of  total  capital 

In  Korea,  during  the  19508,  there  wae  no  DPI  at  all. 
In  spite  of  the  snail  domeetlc  narket  and  of  poor  natural 
resource  endownent,  the  Korean  war  wae  the  main  factor. 
Foreign  capital  inflow  was  in  the  form  of  grants-in-aid  and 

activities  focused  on  the  resettlenent  of  industries  in  the 
consuner  goods  area,  such  as  flour  Billing,  sugar  refining, 
and  textiles,  to  provide  the  basic  neceesities  for  the 
Korean  people.  This  was  supported  by  JUnerican  aid, 
totalling  over  $1.4  billion,  with  Anerican  aid,  the  Korean 
government  was  able  to  restore  domestic  Infant  industries 
and  control  rising  inflation.  The  economy  was  completely 
dependent  on  American  aid.  Unlike  Taiwan,  Korean  dooestic 
savings  were  sBall  and  domestic  industrialisation  was 
negligible. 

The  DPI  in  Mexico  and  Brasil  started  earlier  than  in 
Taiwan  and  Korea,  yet,  not  until  1950  did  the  inflow  of  DPI 
becoBe  substantial  in  Brasil  and  Mexico.  The  DPI  in  both 


countries  has  follaved  a sinilar  pattern  since  i950,  ained 
at  big  domestic  markets  and  rich  natural  resources.  Prom 
1950  to  1955,  DPI  in  Brazil  amounted  to  $84  million  and  in 
Mexico  to  $501  million.  From  195S  to  1950,  DPI  in  Brazil 
was  $640  million,  whereas  in  Mexico  it  was  $517  million.  In 
the  first  half  of  the  1950s  the  amount  of  DPI  in  Brazil  was 
only  one  sixth  of  that  in  Mexico,  but  in  Brazil  it  increased 
faster  than  in  Mexico  in  the  second  half  of  the  19506.  This 
occurred  because  the  Mexican  administrations  of  Aleman 
(1946-1952)  and  Cortines  (19S2-195B)  provided  a series  of 
incentives  in  the  form  of  reduced  taxes  for  attracting 
foreign  firms  to  establish  manufacturing  facilities  in 

Foreign  firms  were  welcomed  into  new  industries  or 
those  inadeguately  supplied  by  Mexican  firms.  The  Mexican 
government  provided  a protected  domestic  market  that  would 
make  foreign  investments  profitable.  These  policies, 
however,  created  pressures  from  Mexican  domestic 
capitalists,  who  felt  their  own  interests  threatened 
(Dominguez,  1982).  In  the  Lopez  Mateos  administration, 
1958-1964,  the  amount  of  DPI  declined  from  $132  million  in 
1957  to  $100  million  in  1958,  $81  million  in  1959,  and  $78 
million  in  1960  (see  Table  9-1) . The  administration 
prohibited  DPI  in  certain  industries  and  carried  out  some 
nationalization  policies  so  that  the  flight  of  foreign 
capital  started.  Later,  Diaz  Ordaz  (1964-1970)  came  to 


power  and  tavorad  foreign  capital,  but  hia  adainiatration 
received  donestic  pressures  from  local  businesses  to 


As  in  Mexico,  the  Brasilian  state  since  the  mid-1950s 
established  high  tariff  protection  and  induced  foreign 
investors  to  help  donestic  industrialisation.  Industrial 
growth  rates  accelerated  after  the  Kubitschek  government 
(1956-1961)  adopted  a number  of  policies  geared  toward  I5I 
with  foreign  capital  and  technology,  The  entry  of  foreign 
manufacturing  corporations  was  considered  necessary  to 
provide  both  capital  and  the  reguired  technology.  An  annual 
average  of  over  SlOO  million  in  DFl  entered  the  country 
during  this  period.  Yet,  after  1962,  the  amoupt  of  DFI 
declined  under  the  populist  Goulart  government  (1961-1964) 
that  restricted  DFl  (see  Table  9-1).  It  is  interesting  to 
point  out  that  Bratil  and  Mexico  had  a similar  pendular 
pattern  in  the  linkage  between  the  inflow  of  DFI  and 
political  leadership  style  since  1950. 

In  I960,  the  Taiwanese  state,  with  the  fading  of  (J.s. 
aid,  became  more  active  in  luring  DFI  and  in  establishing  a 
better  investment  climate.  The  statute  for  Encouragement  of 
Investment,  which  provided  substantial  incentives  such  as 
tax  reduction  and  exemption,  was  firmly  carried  out.  The 
DPI  (included  overseas  Chinese  investment)  amounted  to  699.1 
million  during  1961-1965  compared  with  $35.7  million  during 
1951-1960.  overseas  Chinese  investment  increased  from  $10.4 


million  auring  1952-19S0  to  $32.2  million  during  1961-196$. 
The  DPI  plus  overseas  Chinese  investment  shared  4.5$  of 
Gross  Domestic  Capital  Formation  dxiring  1961-1965  by 
comparison  with  only  1.6%  during  1952-1960. 

The  DPI  increased  after  1965  as  u.s.  aid  ended.  In 
order  to  find  substitutes  tor  u.s.  aid,  a further  concrete 
policy,  the  Statute  for  the  Establishment  and  Administration 
of  Export  Processing  Zone,  was  promulgated  in  1965  which 
emphasized  tax  and  duties  rebates,  low  interest  export 
loans,  and  the  establishment  of  Export  Processing  Zone.  The 
DPI  (including  Overseas  Chinese  Investment)  increased  from 
$19.6  million  per  year  during  1961-196$  to  $84.9  million  a 
year  during  1966-1970.  Overseas  Chinese  investment  was 
accounted  by  about  30%  of  the  total  DPI.  When  U.S.  aid 
stopped,  the  gross  domestic  capital  formation  was  offset  by 
two  sources.  One  was  from  a substantial  increase  in 
domestic  savings,  from  an  annual  average  of  15.5%  of  CMP  in 
the  19S0S  to  21.36%  of  GNP  in  the  1960s.  The  other  was  from 
an  Increasing  DPI.  Unlike  Korea,  Mexico,  and  Brazil,  Taiwan 
did  not  heavily  depend  on  foreign  loans  to  assist 
Industrialization  (Wu,  1989;  Jenkins,  1991;  Oerefti,  1990). 

Like  Taiwan,  which  faced  the  decline  of  American  aid 
in  I960,  Korea  was  forced  to  revalue  past  policies  and  to 
consider  DPI  as  a compensation  for  necessary  domestic 
savings  and  investment.  The  Porelgn  Investment 
Encouragement  Law  was  introduced  to  induce  direct  equity 


investment  for  foreign  Investors,  independently  or  jointly 
with  Korean  partners.  This  law  provided  a five-year  tax 
holiday,  tax  reduction  for  two  thirds  of  the  following  two 
years  and  one  third  another,  duty-free  for  Importe  of  raw 
materials  and  capital  goods,  and  remittance  of  profit.  The 

entered  before  1962  and  only  10  applications  in  1962-1964 
showed  a value  of  $5.8  million.  The  insignificance  was 
attributed  to  the  lack  of  confidence  of  foreign  investors  in 
Korea  because  of  the  Korean  War  and  inflationary  pressures 
(yang,  1970;  Chan,  1990;  Gereffi  and  Wyman,  1990). 

During  this  period,  Korea  increased  its  foreign 
borrowing  to  fill  up  the  gap  between  Investment  and  savings. 
In  196S,  DPI  increased  as  much  as  $10  million,  which  was  due 
to  the  Japanese  starting  to  invest  after  normalization  of 
diplomatic  relations  between  Korea  and  Japan  in  196S.  fet, 
the  amount  of  DPI  declined  in  1966  with  a total  value  of 
$4.8  million.  The  Foreign  Capital  Inducement  Law  was 
promulgated  to  create  a surge  of  Japanese  investment  in  1966 
that  "further  liberalized  the  incentives  in  the  Foreign 
Investment  Encouragement  Law*  (yang,  1970:245).  Thia  new 
law  furnished  a warranty  of  repayment  of  foreign  loans  and 
free  profit  remittance  (Koo,  1985;  Vang,  1970) . other 
provisions  also  contributed  to  induce  DFI,  such  as  labor 
control  prohibiting  strikes  and  demonstrations  with  foreign 
firms,  simplification  of  investment 


applications, 


duty-free  imported  rew  Baterials  tor  exports.  Like  Taiwan, 
OFI  was  introduced  as  a means  to  promote  exports,  upgrade 
domestic  manufacturing,  and  create  job  opportunities 
(labor-intensive-based).  Unlike  Taiwan,  Korea  started  to 

(Ansden,  198$;  Sachs,  1985). 

Brasilian  and  Hexican  governments  had  a similar 
ambivalence  towards  DPI.  The  antinomy  would  be  clearly 
reflected  from  their  opposite  incentives  and  restriction 
policies  on  DPI,  which  followed  different  political 
administrations.  A process  of  "stop-go**  adjustment  on 
economic  policies  toward  DPI  took  place.  On  the  side  of 
incentives,  both  states  were  attractive  for  DPI  because  of 
their  rapidly  growing  markets,  high  protection  levels 
through  tariffs  and  quantitative  import  restriotions,  and 
duty-free  import  of  capital  goods  and  tax  concessions. 

In  Hexico,  government  policy  also  encouraged  DPI 
during  the  1960s.  Low  taxation  and  high  effective 
protection  for  the  domestic  market  guaranteed  high  profits 
for  foreign  investment.  The  total  book  value  of  foreign 
Investments  increased  from  51,081  million  In  1960  to  $2,822 
million  In  1970  (see  Table  9-1).  Prom  1961  to  1965,  the 
total  amount  of  DPI  was  $739  million,  and  from  1966  to  1970, 
this  increased  to  $1,307  million.  Host  of  this  amount  was 
from  the  U.S.;  some  was  from  the  United  Kingdom  and  other 
from  Western  European  countries.  The  increase  was  partly 


attributed  to  the  administration  of  Dlaa  Ordas  in  1964-1970 
which  emphasized  DFl. 

As  in  Mexico,  the  Brazilian  government's  high  tariff 
protection  and  quantitative  import  restriction,  duty-free 
import  of  machinery,  and  fiscal  incentives  were  very 
effective  in  luring  DFX.  Industrialization  was  promoted 
through  a aeries  of  incentive  programs.  Major  incentive 
policies  were  derived  from  Instruction  113  of  SUHOC 
(Superintendency  of  Money  and  Credit] . The  total  book  value 
of  foreign  investments  increased  from  $2,861  million  in  196S 
to  $4,925  million  in  1970.  The  DFI  increased  from  $580 
million  in  1961-1965  to  $734  million  in  1966-1970.  In  1967, 
the  stock  of  DFI  in  Brazil  occupied  11.3%  ($3.7  billion)  of 
DFI  total  stock  in  all  lees  developed  countries  ($32.8 
billion],  whereas,  in  Mexico,  it  was  5.5%  ($1.8  billion). 

In  1983,  the  proportion  increased  to  17. S%  ($24.6  billion) 
in  Brazil  and  9.7%  ($13.6  billion]  in  Mexico  (Jenkins, 

(about  36%),  Canada  (about  17%),  Germany  (14%),  Prance 
(7.1%),  Japan  (6%),  and  the  United  Kingdom  (5%)  (Evans  and 
Gereffi,  1982:161). 

Basically,  Brazilian  and  Mexican  government  policies 
toward  DFl  remained  stable  in  the  1960e;  however,  there  were 
many  restrictions,  e.g. , Law  4131  and  the  Hexicanization 
law.  Also,  unlike  Taiwan  and  Korea,  which  simplified 
applications  for  foreign  investors,  the  registration 


procedure  wee  enpeahed  in  red  tape.  Not  until  the  late 
1970s  was  the  Inflow  of  DFX  actively  encouraged  with  few 
restrictions  Inposed  on  then  {Harton,  1986:208-213). 

In  general,  during  the  1950s  and  1960s,  the  Brazilian 
and  Hexican  states  seemed  to  favor  restrictions  rather  than 

by  the  main  domestic  sectors  and  exploitation  of  national 
profits  by  HNCs.  Second,  both  states  responded  to  rising 
nationalism  from  society.  Foreign  investors,  in  order  to 
reduce  their  risks,  opted  to  take  over  domestic  Brazilian 
and  Hexican  companies,  rather  than  to  set  up  new  ones 
(Gereffi,  1983,  1990;  Bennett  and  Sharpe,  1985;  Newfamer, 
1979).  For  example,  in  Hexico,  from  1956  to  1967,  only  one 
third  of  DPI  vent  to  set  up  new  sectors;  two  thirds  was  used 
for  buying  up  existing  local  industries  (ILO,  1976:9).  The 
absorption  of  several  domestic  firms  under  the  control  of 
KKCs  led  to  an  increase  in  foreign  ownership  of  domestic 

The  take-over  of  domestic  firms  by  HNCs  eliminated  the 
size  of  local  ownership.  Local  markets  were  also  monopolied 
)iy  HhCs.  They  severely  hampered  the  growth  of 
domestic-owned  industries  and  productive  capacity. 
"Denationalization”  took  place  in  the  1970s,  which  led  MhCs 
to  compete  more  intensely  with  local  businesses.  Because  of 
the  loss  of  domestic  profits  and  the  threat  of  foreign 
competitors,  local  bourgeoisie  became  more  aggressive  in 


affecting  state  policies.  Yet,  this  kind  of  entry  of  OFI 
did  not  happen  in  Taiwan  and  Korea.  The  DPI  was  directed 
into  new  existing  seotora  to  avoid  competition  with  local 
firms.  Unlike  in  Mexico  and  Brazil,  the  development  of 
domestic  firms  and  foreign  companies  in  Taiwan  and  Korea  was 
compatible  and  less  confllctual. 

With  regard  to  restrictions,  Mexico  and  Brazil  limited 
foreign  capital  to  a maximum  49t  ownership,  reserving  basic 

agriculture  and  financial  Intermediaries  for  local  capital. 
Nationalization  and  indigenization  were  motivated  to  apply 
to  basic  sectors,  such  as  the  oil  industry,  petrochemicals, 
communication  and  transportation,  and  electric  power. 

state-owned  enterpriees  emerged  and  became  an 
important  dynamic  force  for  domestic  industrialisation  since 
the  early  19306  {Vargas  in  Brazil  and  Cardenas  in  Mexico) . 
Both  governments  purchased  all  HNCs'  assets  in  the  basic 
sectors,  which  were  largely  financed  by  foreign  borrowing. 
k large  public  indebtednese  was  also  investsd  in  state-owned 
enterprises.  In  Brazil,  the  state-owned  enterprise  created 
a new  form  of  state  capitalism  after  1946.  The  national 
petroleum  monopoly  (Petrobras)  and  public  development  bank 
(Banco  National  de  Desenvolvimento  Economico — BNDS)  were 
created  by  the  Vargas  regime  in  1953  and  1954.  steel, 
electric  power,  transportation,  and  telecommunications  were 
created  by  the  Kubitschek  regime.  Prom  Vargae  to 


Kubitschek,  the  public  sector  share  in  gross  fixed  capital 
investuent  increased  fron  a quarter  to  a halt  (Evans, 
1979:93) . 

State-owned  enterprises  were  not  profitable  in  terns 
of  their  production  for  sale.  Brasil's  state-owned 
enterprises  accounted  for  64%  of  the  assets  of  the  country's 
300  largest  companies  in  1972  and  for  78%  in  1976.  The 
largest  25  companies  in  Brasil  belonged  to  the  state 
(Prieden,  1967).  In  1973,  of  the  1000  largest  companies, 
the  government  held  about  50%  of  the  assets  vis-a-vis  28% 
for  domestic  firms  and  22%  for  HNCs.  The  total  sale  for 
state-owned  enterprises,  however,  was  only  17%,  compared 

State-owned  enterprises  in  Taiwan  and  Korea  were  more 
profit-seeking  oriented  than  those  in  Hexico  and  Brazil. 
State-owned  enterprises  in  Taiwan  and  Korea  were 
characterized  as  monopolistic  and  competitive,  whereas  those 
in  Hexico  and  Brazil  were  viewed  as  strategic  for 
industrialization.  In  Brazil  and  Mexico,  state-owned 
enterprises  sold  their  products  at  low  prices  to  support 
extensive  networks  of  supplier  private  firms,  rather  than 
using  state-owned  enterprises  to  set  the  pace  for  private 
enterprises  engaging  in  direct  competition  with  state  or 
foreign  enterprises  (Trebat,  1981:47). 

As  in  Brazil,  nationalization  in  Hexico  was  also 
impressive.  Foreign  assets  were  acquired  totally  by  the 


state  or  partially  by  domestic  capital.  Hationalization 
began  vith  the  administration  of  Cardenas.  The  Cardenas 
government,  during  the  1930s,  created  the  national  petroleum 
company  (?EHEX),  expropriated  railways  from  foreign 
investors,  and  established  national  finance.  The  national 
steel  industry  (Altos  Hornos)  was  also  set  up  in  the  i950s. 

In  the  1960b,  the  Hexican  state  purchased  their  two 
largest  foreign-owned  electric  power  companies  and  created 
the  Comision  Federal  de  Electricidad  (CPS — Federal 
Electricity  Comnission) . Moreover,  the  Hexican  Mining  Law 
was  promulgated  in  1961.  Under  this  law,  all  foreign-cwned 
mining  companies  were  maximized  to  49%  of  ownership,  i.e., 
at  least  51%  of  assets  in  the  hands  of  Hexicans.  By  1965, 
Mexicans  acguired  control  of  all  na)or  companies  in  the 
mining  sector  (Bright,  1971).  During  1950-1970, 
Mexicanisation  aimed  mainly  at  eliminating  the  extractive 
MNCs,  rather  than  the  other  sectors'  MHCs. 

In  contrast  to  Mexioo  and  Brazil,  the  origins  of 
Taiwan's  and  Korea's  state-owned  enterprises  were  not 
associated  with  state  actions  to  nationalize  HNCs.  After 
World  War  II,  the  Taiwanese  and  Korean  governments  took  over 
all  Japanese  colonial  state  enterprises  and  heritage  that 
constituted  state  enterprises.  It  did  not  leave  much  room 
for  the  entry  of  HNCs.  State-owned  enterprises  in  Taiwan 
and  Korea  were  characteristically  large  In  size,  relative  to 
local  firms,  and  were  monopolistic,  in  contrast  to  those  in 


Hexico  and  Brazil,  ranging  frcpn  snail  to  large.  Also, 
Taiwan's  and  Korea's  state-owned  enterprises  were 
characterized  by  high  capital-intensity  with  the  production 
of  nontradables. 

Korea’s  state-owned  enterprless  were  rapidly 
transferred  to  private  hands  after  1970,  nurturing  big 
private  enterprises.  In  Taiwan  and  Brazil,  state-owned 
enterprises  were  inportant  relative  to  snail  and  weak 
private  enterprises  in  overall  resource  allocation  and 
decision-naklng.  The  private  sector  was  weak  in  Brazil, 
relative  to  HNCs,  but  it  was  strong  in  Taiwan  and  Hexico. 

In  Hexico,  the  donestic  private  sector  was  nuch  stronger 
than  state-owned  enterprises  and  HNCs.  That  was  why  Taiwan 
and  Brazil  had  more  relative  state  power  than  Hexico  in 
dealing  with  local  enterprises  and  also  why  Taiwan  and 
Hexico  enjoyed  more  bargaining  power  to  HNCs  than  Brazil. 

Labor-  or  capital-intensive  Industrialization  and  HHCs 

The  wage  policy  also  was  highly  associated  with  DFl. 
Different  wage  policies  with  DFI  created  different 
development  patterns.  Figures  9-1,  9-2,  9-2,  and  9-4  show 
the  relation  between  real  wage  rates  and  DPI  for  the  four 
SICs  in  1950  to  1970.  During  this  period,  labor  in  Taiwan 
and  Korea  was  strictly  controlled  by  authoritarian 
governments.  Neither  demonstrations  nor  strikes  were 
allowed  to  challenge  HNCs.  In  Taiwan,  the  real  wage  rate  in 
the  1950s  was  about  45t  of  1975  wage  levels  and  about  58%  in 
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regard  to  Anerlca's  highest  wage  rates,  Hexico's  high  wage 
rates — conpared  with  the  other  developing  countries — becane 
lees  costly  for  American  investments  in  labor-intensive 
industries.  Mexico  also  had  a comparative  advantage  in  low 
transport-cost  for  American  investors.  For  this  reason, 
Mexican  output  seemed  leas  sensitive  to  wage  rates  than 
Taiwan  and  Korea  in  the  1960s  and  1970s. 

In  sharp  contrast,  Brazil  has  a negative  relation 
{r*-0.4S)  between  the  real  wage  rate  and  DPI.  The  high  real 
wage  rate  hindered  the  inflow  of  DFI.  Yet,  Brazil  remained 
attractive  for  DPI.  clearly,  labor  wages  were  not  the  major 
concern  of  foreign  Investors  in  1950-1970;  rather,  they  were 
primarily  concerned  with  the  large  domestic  market  and  the 
rich  natural  resources  under  protectionism  (Figure  9-4) . To 
avoid  labor  costs,  the  labor-intensive  manufacturing  sectors 
were  neglected  and  discouraged.  Only  in  1964-1970,  Brazil 
under  the  military  rule,  it  shows  slightly  positive 
correlation  {r^O.35}.  This  was  because  the  repressive 
military  regime  kept  the  labor  wages  low  to  allure  DFI. 

Thus,  it  is  not  difficult  to  understand  why  DPI  in 
Taiwan  and  Korea  was  concentrated  on  labor-intensive 
industries  rather  than  on  oapital-intensive  industries, 
cheap  labor  costs  and  highly  disciplined  labor  attracted 
foreign  investors.  In  Brazil,  labor-intensive  industries 
were  also  encouraged  by  the  military  regime,  keeping  low 


Brazilian  military  regime 


still  £aced  severe  pressure  froa  labor  novenents  and 
disputes.  Besides  the  need  of  capital-intensive  investment 
in  the  extractive  sector,  capital-intensive  investment  would 
also  avoid  or  ellnlnate  various  labor  disputes.  In  Kexlco, 
except  for  the  U.S. -Mexican  border  industries,  high  wages 
and  strong  labor  organisations  would  also  account  for  the 
concentration  of  DFI  in  capital-intensive  industries  in 

In  Bvans  and  Oereffi's  language,  during  1950-1970, 
Taiwanese  and  Korean  industrialisation  can  be  characterised 
as  "horiaontal"  integration  with  labor-intensive  investments 
by  foreign  investors.  Mexico  and  Brasil,  on  the  other  hand, 
were  integrated  into  vertical  industrialization  with  foreign 
capital-intensive  investments.  In  Taiwan  and  Korea,  the 
horizontal  labor-intensive  industrialisation  eliminated 
dependence  on  MNCs.  Labor-intensive  Investments  by 
foreigners  were  less  likely  to  form  a dominant  role  in 
threatening  national  profits.  In  the  meantime,  most  MNCs' 
labor-intensive  output  was  exported  to  other  countries  or 
shipped  back  to  hone  markets,  which  demanded  a lot  of 
consumer  goods.  In  contrast,  in  Brazil  and  Mexico, 
capital-intensive  investments  by  foreigners  allowed  MNCs  to 
dominate  in  local  industries  and  to  control  local  productive 
apparatus  (Evans  and  Seretti,  1982).  Although  vertical 
industrialization  in  Brazil  and  Mexico  during  1950-1970 
contributed  to  expand  and  diversify  their  manufacturing 


capacity,  the  leading  sectors  vere  largely  turned  Into 
foreign  hands.  As  a result,  induetrlalizaticn  in  Brazil  and 
Mexico  foilwed  the  pattern  of  "dependent  development."  By 
contrast,  industrialization  in  Taiwan  and  Korea  followed  the 
pattern  of  "self-reliant  development”  other  than  "dependent 
development. " 

Taiwan’s  and  Korea's  economic  reforms  not  only 
profoundly  changed  the  nature  of  DPI,  but  also  integrated 
Taiwan  and  Korea  into  the  international  trade  system  in  the 
19S0S.  In  comparison  with  Korea’s,  Mexico's,  and  Brazil's 
incentive  and  restriction  policies,  Taiwan  indeed  provided 
batter  incentives  and  less  reetrictions  on  DPI.  The 
allowance  of  lOOt  ownership,  guarantees  against 
nationalization,  tax  holidays,  low  wages,  liberal  profit 
remittance,  low-interest  exporting  loans,  refund  on  import 
duties  paid  exporting  materials,  and  accelerated 
depreciation  of  fixed  assets  ensured  Taiwan  as  a good  site 
for  offshore  investment.  The  DPI  arrived  in  Taiwan  and  took 
advantage  of  these  Incentives. 

Korean  society  was  essentially  xenophobic  as  a result 
of  a long  history  of  foreign  invasions.  But  attracting  DPI 

compensate  for  insufficient  domestic  investment  capitals 
during  the  1960e.  Labor  strikes  or  demonstrations  against 
MNCs  were  not  allowed  in  Korea.  Host  HNCs  were  directed 


allocated  in  sanufacturlng  sectora,  1.2%  in  agricultural 
aectors,  and  15.6%  in  aarvicea.  Fertlliaera, 
petrochemicals,  and  chemicals  were  no  longer  particular 
sectors  for  DPI.  Labor-intensive  manufacturing  industries 
emerged  and  became  important  sectors  for  exports  (Heetphel 


1 more  important 
Brazil  and 


During  the  19708,  the  role  of  Dl 
in  Taiwan  than  in  Korea.  As  compared 
Hexico,  the  role  of  HHCs  in  Taiwan  and  Korea  wae  far  1( 
noticeable,  as  shown  in  Table  9-2.  The  HNCs  prevailed 
Brazil's  and  Hexico’s  economies.  Foreign-owned 
manufacturing  industries  absorbed  about  30%  of  the  labc 
force  in  Brazil's  manufacturing  sector  in  1977,  21%  in 
Hexico  in  1976,  16%  in  Taiwan  in  1974,  and  6%  in  Korea 
1974  (Koo,  1985;  Lim,  19B6;  Mooney  and  Kewfarmer,  1961) 
Foreign-owned  production  values  accounted  for  49%  of  tc 
production  values  in  Brazil  in  1974,  39%  in  Mexico  in  ; 
11%  in  Korea  in  1975,  and  lees  than  20%  in  Taiwan  in  is 
i assets  shared  about  37.4%  of  total 
9tB  in  Brazil  in  1969,  34%  in  Hexico 
1970,  and  not  more  than  20%  (estimated)  in  Taiwan  and  t 
Total  manufacturing  exports  by  foreign-owned  firms  were 
about  31.4%  in  Korea  in  1974,  30%  in  Taiwan  in  1974,  43 
Brazil  in  1969,  and  50%  in  Hexico  in  1974  (Lim,  1986:13 
Nayyar,  1978).  The  total  stocK  of  DPI  in  1978  was  $13, 
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million  in  Brazil,  $6,000  million  in  Hexico,  but  only  $1,S00 
million  in  Korea  and  SI, $30  million  in  Taiwan. 

The  role  of  DPI  in  Korea's  and  Taiwan's  exports, 
however,  appeared  more  important  than  its  role  in  the 
overall  economy.  Bxport-oriented  industrialization  was 
deeply  involved  in  the  linkage  between  DPI  and  trade.  Like 
in  Taiwan,  DPI  in  Korea  assumed  less  importance  in  the 
proportion  of  gross  domestic  capital  formation.  Between 
1959  and  1966,  DPI  constituted  less  than  7%  of  Korea's  total 
foreign  loans  (or  1.5%  of  gross  domestic  capital  formation] 
and  that  figure  slighly  increased  to  9%  in  the  1967-1972 
period  (less  than  2t  of  gross  domestic  capital  formation). 
Yet,  the  proportion  of  total  commodity  exports  by  foreign 

1975.  The  percentage  of  total  manufacturing  output  by 
foreign  firms  was  16.7%  in  1974  vis-a-vis  1S.B%  in  Taiwan  in 
1975.  The  share  of  foreign-ownsd  exports  to  total  exports 
in  1974  was  16.9%  in  Korea  and  29.2%  in  Taiwan.  The  total 
value-added  by  forelgn-ovned  firms  shared  about  2.8%  of  CMP 
in  Korea  and  6.2%  of  GDP  in  Taiwan  in  1974  (Gold,  1981;  Lim, 

The  HNCs  assisted  Taiwan  into  the  international  trade 
system  and  created  a substantial  niche  to  exploit 
international  economy  with  comparative  advantage.  There  was 
only  18  % of  output  for  exports  for  those  HNCs  established 


established  between  1961  and  1966,  and  76%  of  total  output 
for  exports  for  those  established  in  1967-1971.  The  peak 
was  91%  for  those  established  in  1973  (Haggard  and  Cheng, 
1987:116-116).  Clearly,  the  establisluient  of  HNCs  in  Taiwan 
after  1960  was  conpatible  with  governsient  policies,  which 
ained  at  exporting  concerns,  rather  than  at  servicing  local 
markets.  Horeover,  the  "demonstration  effect"  of  HNCa' 
export  performance  stimulated  the  fledgling  domestic 
manufacturing  industries  striving  toward  exporting.  In 
1965,  Taiwan's  leading  sectors,  such  as  textile,  leather, 
wood,  paper,  electrical  machinery  and  apparatus,  and  related 
products,  accounted  tor  29%  of  exports.  In  1970,  Taiwan's 
leading  sector  accounted  for  54%  of  exports.  Taiwan's 
manufacturing  goods,  instead  of  agricultural  products, 
became  a major  component  for  exports  (Hamilton,  1983).  The 
successful  primary  export-pronotion,  shifted  from  primary 
import-substitution  in  the  1960s,  was  guaranteed  under  the 
excellent  export  performance  of  the  domestic  private  sector 
in  addition  to  the  foreign  sector.  In  turn,  the  success  of 
primary  export-promotion  industrialisation  was  marked  as  a 
turning  point  for  Taiwan's  eoonomic  take-off. 

The  role  of  HNCs  in  Brasil's  economy  was  far  more 
substantial  than  in  Kexico's  in  terms  of  foreign  investment 
value  or  production  for  sale  or  export.  In  Mexico,  DPI 
accounted  for  3.8%  of  total  gross  fixed  investment,  or  6.0% 
of  private  investment,  in  1960,  and  the  respective  figures 


1974:89).  Yat,  public  investment  accounted  for  about  14%  of 
total  prose  fixed  investment  in  1960-1970.  In  1940,  DPI  vas 
largely  concentrated  on  mining  (34%),  electric  power  (32%), 
and  transportation  and  communications  (32%).  In  1968,  the 
proportion  of  DPI  in  mining  dropped  down  to  6,0%,  and  to 
almost  nothing  in  electric  power  and  transportation  and 
communication  because  of  nationalisation.  The  manufacturing 
sector  became  important  for  DPI;  the  proportion  of  DPI  in 
thie  sector  increased  from  7.0%  in  1950  to  74%  in  1968. 

Even  though  overall  foreign  investment  in  Mexican  industrial 
sectors  represented  about  10%  of  gross  domestic  investment, 
foreign  influence  in  certain  sectors,  e.g.,  automobiles  and 
pharmaceuticals,  was  very  substantial.  The  share  of  foreign 
firms  in  gross  value  of  production  or  sales  was  39%  in  1970. 
The  share  of  foreign  firms  in  export  of  menufactures  in  1974 
was  34%  and  37%  in  1977  (Jenkins,  1979) . of  the  top  300 
firms  in  Mexico  (by  asset) , 150  were  foreign-owned  and  they 
occupied  about  52%  of  the  total  assets  of  the  group 
(Newfarmer  and  Mueller,  1975).  In  1970,  foreign  firms 
produced  between  one  third  and  two  fifths  of  Mexico's 
induetrlal  output. 

In  Brazil,  foreign  ownership  in  all  sectors  in  1972 
accounted  for  about  9%  (19.8%  in  industrial  sector  and  2.5% 
in  non-industrial  sector),  The  DPI,  share  of  CDCP,  was  not 
more  than  12%  during  the  19608,  compared  with  about  2%  in 


sectors,  manufacturing  (SBt)  and  public  utility  (let)  in 
1967  (OECD,  1972).  Indeed,  in  the  mining  and  public 
utilities  sectors,  KNCs  presence  disappeared  with  the 
nationalization  policy.  The  HNCs  had  a dominant  position  in 
rapidly  growing  sectors,  whose  weight  became  important  in 
Brazilian  economy.  Foreign  firms  dominated  in  certain 
sectors,  such  as  electrical  and  communication  equipment 
(foreign  participation  about  98t),  transport  vehicles  (51%), 
rubber  (75%) , chemicals  (46%) , pharmaceutical  products 
(84%),  perfumes  (55%),  tobacco  products  (62%),  and 
mechanical  products  (26%)  in  the  early  1970s.  of  the  500 
largest  firms  in  Brazil,  138  firms  were  under  foreign 
control  and  190  firms  were  dominated  by  foreign 
participation  (Ness,  1974).  The  share  of  foreign  firms  in 
gross  value  of  production  or  sales  was  44%  in  1977  and  the 
corresponding  figure  was  11%  in  Korea.  The  share  of  foreign 
firms  in  manufactured  exports  in  1969  was  about  43%, 


compared  with 
1970a  (Cohen, 
industrial  ass 


% in  Taiwan  and  31%  in  Korea  in  the  early 
75;  Jo,  1976;  Nayyar,  1976) . The  share  of 
s by  foreign  firms  in  manufacturing  sectors 


in  1971  was  34.1%  (Roboc)c,  1975;  Baer,  1985). 

The  ?4NCs  had  a remarkable  different  target  and  at 
in  the  two  regional  Nics.  The  DFI  in  Taiwan  and  Korea 
export-market-oriented,  whereas  in  Brazil  and  Hexico  it 
oriented  to  host  domeetic  markets  rather  than  exports. 


Brasil,  only  7.9%  of  total  MMCa*  products  were  for  exports 
in  1973.  For  Mexico,  the  ratio  was  2.8%  (Jenkins, 

1985:116).  Clearly,  the  hulk  of  MMCs'  products  was  nainly 
for  the  local  market.  And  yet,  less  than  10%  of  HNCs' 
products  for  exports  accounted  for  a large  share  of  Brazil's 
and  Mexico's  total  manufacturing  exports.  The  U.S.  HNC, 
especially,  had  much  weight  on  shaping  their  entire 
economies.  Its  local  sales  in  the  manufacturing  sector  for 
O.S.  MNCs  in  I960  was  99.5%  in  Brazil  and  98%  in  Mexico  and 
the  corresponding  figures  in  1972  were  94%  in  Brazil  and 
91.5%  in  Mexico  (Evans  and  Cereffi,  19B2).  In  Korea, 
foreign-ownad  firms  exported  almost  two  thirds  of  their 
products  in  the  early  1970s.  In  Taiwan,  this  was  more  than 
80%  of  total  foreign  firm  production  for  exports  (Hamilton, 

Foreign  firms  had  an  important  role  in  Taiwan's  and 
Korea's  exports  rather  than  those  in  Mexico  and  Brazil. 
Figures  9-5,  9-6,  9-7,  9-8  show  the  relation  between  DFI  and 
the  ratio  of  exports  to  imports  in  1950-1970  for  each 
country.  The  simple  regression  shows  that  in  Taiwan  there 
was  a highly  positive  corrrelation,  r-0.62.  This  means  that 
OFl  contributed  to  Taiwan's  exports.  As  in  Taiwan,  the 
impact  of  DFI  on  exports  in  Korea  appears  to  be  a highly 
positive  relation,  r«0.76,  as  well.  This  supports  the 
argument  that  DFI  in  Taiwan  and  Korea  was  effectively 
directed  by  state  policies  into  exporting  sectors  rather 


Figure  S>-5  DFI  and  Ratio  o£  Export  to  Import, 


Figure  9-7  DPI  and  Ratio  of  Export  to  Import, 
sraril,  1950-1970 


than  into  donestic  sectors.  By  contrast,  in 


Mexico,  it  shows  a negative  relationship,  r«  -0.04  and 
-0.52.  Thie  evidence  strongly  confims  that  ISI  in  Brazil 
and  Mexico  was  deeply  involved  with  MNC  participation,  which 
was  concerned  with  preventing  tariff  barriers  and  large 
aarhets.  The  Brazil  and  Mexico  states  played  a very  minor 
role  in  directing  HNCs  and  the  overall  economy.  "Any  new 
policies  tc  resolve  import  substitution  problems  would  thus 
have  to  consider  the  wishes  and  global  strategies  of  the 


In  sum,  the  different  state  strategies  on  DPI  resulted 
in  different  development  patterns.  Despite  historical  and 
geographic  factors,  the  state  played  a determinate  role  in 
directing  national  development.  The  potential  conflict 
between  the  state  and  the  HNCs  in  the  course  of  dependent 
development  advocated  by  Bvans  (1979)  and  Cardoso  and 
Paletto  (1979)  in  Latin  American  HICs  was  not  the  case  for 
East  Asian  HICs*  self-reliant  development.  Sven  though  the 


role  of  DPI  was  emphasized  by  the  state  in  all  four 


countries  for  the  purpose  of  capital,  technology,  management 
s)cills,  access  to  the  international  market,  and  domestic 
industrialization,  developmental  processes  in  East  Asian  and 
Latin  American  NICs  were  very  different. 

The  activities  of  KKCs  in  Taiwan  and  Korea  were  under 
the  direction  of  state  strategies.  The  MNCs  were  used  by 
the  state  to  reach  their  development  goals.  The  states 


required  HMCs  to  export  their  products.  Under  the 
regulation  of  state  policies,  HNCa  were  substantially  nore 
export-oriented  than  were  local  firms  in  Taiwan  and  Korea 
during  the  1960s.  The  HNCs  did  not  penetrate  domestic 
markets.  Local  firms  enjoyed  less  competitiveness  in  local 
markets  and  became  stronger.  During  this  period,  a dual 
economy  seemed  to  take  place  in  Taiwan  and  Korea:  HHCs  for 
exports,  and  local  firms  for  local  markets.  Local  firms, 
however,  still  shared  a large  part  of  total  exports  (more 
than  70t).  The  connection  between  KNCs  and  local  firms 
created  forward  and  backward  linkages  via  state  incentives 
and  restriction  policies.  The  HNCs  never  dominated  in 
leading  sectors.  In  addition,  HNCs  were  invited  by  domestic 
markets  in  the  form  of  joint-ventures,  which  foreign  and 
local  capital  are  equally  welcome  to  join.  The  DFI  was 
directed  into  labor-intensive  industries,  which  prevented 
HHCs  to  dominate  in  certain  sectors,  and  enjoyed 
monopolistic  privileges  vis-a-vis  local  or  state 
enterprises.  Also,  DFI  occurred  because  the  Taiwanese  and 
Korean  states  already  dominated  the  overall  economy,  having 
a sizeable  and  crucial  proportion  of  industrial  production. 
This  gave  both  states  more  bargaining  power  to  drive  local 
and  foreign  firms  under  their  control.  Clearly,  the 
Taiwanese  and  Korean  states  enjoyed  much  "relative  autonomy" 
to  manipulate  HNCs  in  contributing  to  national  economic 
development  in  the  first  place. 


Brasil's  and  Msxlco's  economies  in  the  world  capital 
system  were  largely  involved  with  HHCs.  The  MNCs  have 
formed  a strong  base  in  Brazil's  and  Mexico's  economy,  which 
relatively  restricted  state  power  in  implementing  policies 
and  limited  the  possibility  of  self-reliant  development. 

The  MNCs  almost  controlled  over  half  the  output  of  the 
private  sectors.  The  state  did  not  control  the  overall 
economy  due  to  strong  pressures  from  local  and  foreign 
sectors.  The  entry  of  DFI  was  in  the  form  of  a take-over  of 
local  firms,  which  made  a linkage  between  local  and  foreign 
firms  in  favor  of  HNCs  penetrating  the  domestic  market  and 
ensuring  their  advantages.  The  HMCs  controlled  certain 
vital  leading  sectors  and  thus  weakened  the  state's 
political  control  over  the  economy.  As  a result,  both  the 
Brazilian  and  Mexican  states  fostered  a nationalization 

During  the  1950a  and  1960b,  as  nationalization 
policies  were  implemented  to  expropriate  HNCs,  the  state 
depended  heavily  upon  foreign  borrowing.  Financed  by 
foreign  capital,  the  state  expanded  its  role  in  the  economy. 
Nevertheless,  the  state  in  certain  economic  sectors 
preferred  to  invite  foreign  investors  rather  than  local 
capital.  The  HNCs  as  well  as  local  capitalists,  on  the 
other  hand,  had  access  to  political  leaders  and  used  them  to 
Influence  economic  policy-making.  Thus,  the  Brazilian  and 
Mexican  states  were  less  able  to  manage  HNCs  in  ways  that 


supported  their  strategic  goals.  Faced  with 
challefige  from  HNCs,  both  states  enjoyed  less 
autonomy  than  the  Taiwanese  and  Korean  states 
development  with  the  choice  of  state  policy  a 
DFI  in  these  four  states  saliently  resulted  i 
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a different 


development  patterns. 


The  State  and  the  United  States 
The  State  and  World  svatea  Force:  O.S,  Aid 

Since  World  War  II,  the  United  States  became  the 
virtual  world  hegemony.  Its  hegemonic  role  in  the  world 
system  enabled  the  U.S.  to  impose  its  economical  and 
political  influence  on  any  country.  The  changing  political 
and  economic  structures  of  the  world  system  in  articulation 
with  American  hegemonic  concerns  would  offer  an  opportunity 
for  a nation's  asecnt.  To  a certain  extent,  a nation's 
development  would  be  affected  directly  or  indirectly  by  its 
relationship  with  the  U.S.. 

A nation's  ascent,  however,  is  not  fully  determined  by 
the  creation  of  structural  change,  but  also  by  how  the  state 
manages  structural  advantages  to  favor  its  development.  Two 
developmental  patterns  are  emergent,  a "self-reliant 
development"  pattern  in  Asian  KICs  and  a "dependent 
development"  pattern  in  Latin  American  NICs.  Self-reliant 
development  doee  not  mean  that  the  state  is  totally 
independent  from  the  world  economy,  but  rather  that  the 


choices  In  determining  a developDent 


strategy  while  facing  internal  and  external  challenges.  In 
contrast,  dependent  development  means  that  the  state,  in 
making  econoDic  choices,  faced  tremendous  confrontation  with 
local  bourgeoisie  and  HHCs.  The  distinct  difference  between 
self-reliant  and  dependent  development  lies  in  the  degree  of 
relative  state  autonomy  in  determining  state's  policies. 

The  relations  of  the  U.S.  with  East  Asia  and  Latin 
America  have  influenced  their  economic  development.  In  the 
1950s,  Taiwan  and  Korea  benefited  from  U.S.  geopolitical  and 
hegemonic  concerns  against  the  USSR  and  PROC  since  the 
Korean  War  occurred  in  1950.  Brazil  and  Hexico  also 
acquired  advantages  from  the  development  of  U.S.  world 
economic  capitalism  fi.e.,  a large  amount  of  investment  and 
technology  transfer  from  the  U.S.).  Vet,  Brazil  and  Hexico 
also  served  as  important  markets  for  the  U.S.  manufacturing 
exports.  At  the  beginning,  the  relationship  of  the  U.S. 
with  Taiwan  and  Korea  was  more  political  rather  than 
economic.  The  relation  of  the  U.s,  with  Brazil  and  Hexico, 
however,  was  more  economic  rather  than  political  in  the 
world  system. 

With  U.s.  political  concern  and  support,  the  Taiwanese 
and  Korean  states  acquired  more  autonomy  from  their 
societies.  Also,  due  to  political  dependence  on  the  u.s., 
both  states  obtained  many  economic  advantages  (e.g., 
economic  aid  and  loans).  It  must  be  noted  that  political 


!'s  soveceicfnty 


or  a form  of  colonial  subordination.  Rather,  it  means  the 
expansion  of  u.s.  power  in  the  world  politics  with  the 
notion  of  security  comnitaent  and  obligation,  which 
benefited  the  dependent  statee.  Thus,  the  notion  of 
political  dependence  is  not  simply  equal  to  imperialist 
predominance.  The  relationship  between  the  core  and  the 
dependent  states  is  primarily  interdependent  (Gereffi, 
1984).  The  logic  of  mutual  dependence  in  world  politics 
Involves  a situation  whereby  mutually  dependent  states  are 

national  security.  States,  at  least,  have  some  degree  of 
relative  autonomy  in  the  world  system  and  can  still  enjoy 
their  entire  sovereignty.  Thus,  predominance  in  world 
politics  is  not  the  same  as  in  world  economy  in  which  the 
relation  between  the  core  and  periphery  is  based  upon  the 
functions  of  exploitation,  competitiveness,  and  even 
oligopolistic  monopoly. 

The  economic  concern  of  the  U.S,  directly  involved 
Brasil's  and  Mexico's  economies  in  direct  investment  and 
technology  transfer.  This  led  Brazil  and  Mexico  to  a high 
dependence  on  u.s.  capital  and  technology.  The  U.S.  HMCs 
took  over  and  dominated  certain  leading  sectors  of  Brasil 
and  Mexico.  High  eoonomic  dependence  put  Brazil  and  Mexico 
in  a subordinate  position  in  the  world  capitalist  economy. 


Political  dependence  in  the  world  syetero  ie  closely 
associated  with  the  pattern  of  self-reliant  development  in 
Taiwan  and  Korea.  Economic  dependence  in  the  world  system 
is  closely  linked  with  the  dependent  development  pattern  in 
Brazil  and  Mexico.  The  different  development  pattern  was 
responsible  to  the  U.S.  economic  and  political  hegemony. 

In  Taiwan  and  Korea,  political  dependence  on  the  U.S. 
took  place  since  the  outbreak  of  the  Korean  War  in  1950. 
After  World  War  II.  the  new  hegemony  of  the  U.S.  began  with 
the  Marshall  Plan,  the  mission  of  rehabilitation  of  Europe 
rather  than  any  other  regions,  with  provisions  of  tremendous 
resource  and  aid.  The  Korean  War  was  the  first  substantive 
challenge  to  the  U.S.  hegemony.  The  Korean  war  changed  U.S. 
conventional  attitudes  (i.e..  first  concern  in  Europe) 
toward  world  strategy  and  policy,  since  1950.  the  world 
became  divided  into  two  confronted  blocs  (i.e..  the 
capitalist  world  under  the  auspices  of  the  U.S.  and  the 
communist  world  under  the  soviet  union's  auspices).  The 
Cold  War  began.  An  enormous  amount  of  American  aid  to 
combat  against  communist  invasion  flowed  into  Taiwan  ad 

According  to  Kirby's  estimates  (1967:224).  from  1945 

approximately  $100  billion.  Of  this,  military  aid  accounted 
for  $34  billion  and  $62  billion  for  economic  aid.  About  40% 
of  American  aid  went  to  West  Europe  and  25%  to  Eastern  Asia. 


thdt  for  Latin  Amsrioa  and  over  eight  tines  that  in  Africa, 
of  the  total  Anerican  econoraic  aid,  Eastern  Asia  received 
less  one  fourth  that  in  West  Europe,  and  yet  that  was  about 
4 tines  as  nuch  as  in  Latin  America  and  10  tines  as  much  as 
in  Africa.  If  American  aid  can  account  for  a nation's 
development,  west  Europe,  undoubtedly,  and  Saet  Asia, 
perhaps,  have  been  far  more  favored  than  any  other  regions 
(Arnold,  19««) . 

With  regard  to  total  American  aid  in  Eastern  Asia, 
Taiwan  and  South  Korea  were  the  principal  recipients  in  the 
1950S.  The  strategic  positions  of  Taiwan  and  Korea,  and 
even  Japan,  in  the  world  system  suddenly  became  crucial  for 
U.S.  hegemonic  and  global  tactical  concerns  regarding 
communism.  Geopolitical  confrontation  (i.e. , cold  war) 
among  the  U.S.A. , OSSR,  and  even  PROC  provided  an 
opportunity  for  a rise  in  Taiwan's,  Korea's,  and  Japan's 

Jacoby,  1966;  Hamilton,  1963;  Crane,  1983;  Chan,  1990,  Wade, 
1991;  Clark,  1988;  Haggard,  1990;  Gereffl,  1990;  Lim,  1986). 

The  role  of  Taiwan  and  Korea  in  the  world  system 
during  the  19S06  and  1960s  was  considered  important  in  world 
politics  other  than  in  world  economy.  The  Korean  War 
impelled  the  u.s.  to  realize  the  threat  of  communism, 

Massive  American  aid  and  assistance  guic)cly  came  to  Korea 
and  Taiwan,  and  even  to  Japan,  since  then,  Taiwan  and  Korea 


were  regarded  as  outposts  of  American  political  and  military 
security  strategy  in  northeast  Asia  against  the  threat  of 
communist  expansion.  The  American  security  commitment 
guaranteed  the  existence  of  Taiwan  and  Korea.  At  the  same 
time,  Taiwan  and  Korea  were  also  integrated  into  the  world 
capitalist  system  under  American  tutelage  during  1950-1970. 

American  aid  was  considered  to  be  an  effective  means 
of  "buying"  U.S.  national  security  and  "strengthening"  its 
supreme  position  in  the  world  system.  Maintaining  a strong 
defense  presence  in  Taiwan  and  Korea  against  PROC  and  USSR 
was  a necessary  strategy  to  avoid  the  extension  of  the 
communist  entity  to  the  U.S.  west  coast.  With  U.S.  aid  and 
assistance,  both  states  were  abls  to  keep  one  of  the  world 
strongest  armed  forces  (about  600,000  armies).  Both  statss 
eventually  became  "political  clients"  of  the  U.S. 

At  one  time  before  the  Korean  War,  Taiwan  was 
neglected  by  the  U.S.  In  1949,  the  U.S.  would  not  provide 
aid  or  a commitment  to  guarantee  the  survival  of  the 
Kuomintang  state,  after  the  Chinese  Communists  tcolc  over  the 
entire  mainland  china.  The  U.S.  was  actively  considering 
extending  diplomatic  recognition  to  the  new  government  in 
Peking.  It  appeared  that  Taiwan  would  be  talten  over  by 
Mao's  armies  sooner  or  later.  Not  until  the  outbreak  of  the 
Korean  War  was  Taiwan's  survival  assured  by  U.S.  military 
assistance  and  by  a mutual  defense  treaty,  signed  in  1954, 
to  formalise  the  partnership. 


involved 


affairs  at  the  end  of  World  war  II  when  the  Soviet  Onion 
supported  social  and  antioolonial  revolution  in  Worth  Korea. 
The  Korean  peninsula  became  a new  war  sone  for  the  power 
struggle  between  the  O.S.  and  USSR,  which  represented  a 
confrontation  between  capitalist  and  communist  blocs.  As 
the  leader  of  the  capitalist  bloc,  the  O.S.  strongly 
responded  to  Korean  security  against  the  flood  of  conmunism. 
From  1945  to  194fl,  before  the  independenoe  of  South  Korea, 
the  southern  part  of  Korea  was  under  the  control  of  the 
American  Military  Government.  During  this  period,  the 
American  Military  Government  thoroughly  exterminated 
communist  and  leftist  forces  and  ultimately  established  an 
anticommunist  government  under  Rhee's  leadership  in  1948. 

The  uncertain  situation  following  the  Korean  War  lasted 
until  1953.  The  mutual  defense  treaty  was  signed  between 
the  U.S.  and  Korea  and  expressed  the  U.S.’s  strong 
commitment  to  Korea's  security.  Under  the  auspices  of  the 
U.S.,  Korea  became  a member  of  the  capitalist  bloc.  The 
development  of  capitalism  in  Korea,  as  in  Taiwan,  was  used 
as  a showcase  by  the  U.S.  to  communist  nations.  The 
presumed  superiority  of  capitalism,  ideologically,  could 
effectively  rule  over  communism  in  the  Third  World. 

American  aid  and  assistance  survived  the  Korean  and 
Taiwanese  states  and  sustained  both  economies  in  the  19S0S 
(Amsden,  1979;  Jacoby;  Koo;  1986;  Ho,  1978;  comings,  1984; 


Gereffi,  1990).  Korea  was  the  largest  recipient  of  Anerican 
aid  in  Asia.  From  the  end  of  World  War  II  to  1979,  South 
Korea  received  a)30ut  $13  billion  in  nilitary  and  econonic 
aid  from  the  U.s.,  and  Taiwan  about  SS.6  billion  (cumings, 

and  stopped  in  1965,  whereas  aid  to  Korea  was  not  dininished 
until  1976  (Table  9-3).  During  the  19S0b,  import 
substituted  industrialisation  plus  massive  econonic  aid  and 
technological  assistance  enabled  both  the  Taiwanese  and 
Korean  states  to  eeeh  a niche  in  the  world  capitalist 

united  States  support  to  Taiwan  was  evident  in  the 
provision  of  over  $1.5  billion  in  economic  aid,  including 
Public  Law  460  food  aid,  and  more  Chan  $2.4  billion  in 
military  aid  during  1951  to  1965.  Taiwan  received  American 
economic  aid  with  an  average  of  $90  million  a year,  which 
was  about  $6  per  capita  (Little,  1979),  The  u.s.  aid 
amounted  to  approximately  6%  of  GNP,  40%  of  gross  domestic 
capital  formation,  34%  of  imports  of  goods  and  services,  and 
a)mut  $400  per  capita  during  1951  to  1961  (Ho,  1978;  Little, 
1979;  Jacoby,  1966). 

Military  aid  was  much  greater  than  economic  aid. 
American  military  aid  was  provided  In  the  form  of  grants  and 
consisted  largely  of  military  hardware  items.  Economic  aid 
to  Taiwan  after  the  mid-1950e  was  provided  Increasingly  in 


2,797.4  6,847.3 


inflation  rates.  This  was  perhaps  caused  by  political 

Aoerlcan  aid  also  relieved  the  governnent's  budget 
deficits  of  a huge  burden  of  military  expenditures.  It 
enabled  both  states  to  maintain  a tremendous  military  force. 
In  1951,  in  Taiwan,  military  forces  equaled  7.6t  of  Taiwan's 
population  and  around  20%  of  Taiwan's  labor  forces.  The 
Kuomintang  state's  military  expenditures  equaled  annually 
some  11%  of  its  GKP  or  about  50%  of  its  total  expenditures 
since  1951.  Korea  had  the  same  sire  military  force  as 
Taiwan.  Dxiring  the  same  period,  the  Korean  government  only 
budgeted  22%  to  12%  of  its  total  expenditures,  which 
equaled  4%  of  GNP.  compared  with  Taiwan,  Korea  was  indeed 
much  more  dependent  on  American  aid  in  building  its  military 

In  sum,  due  to  the  commitment  of  security  from  the 
(J.S.  and  a large  amount  of  aid,  the  Taiwanese  and  Korean 
states  were  more  secure  and  able  to  plan  improvements  in 
their  social,  economic,  and  political  conditions.  This 
commitment  also  gave  the  Taiwanese  and  Korean  people  an 
important  psychological  lift.  Without  American  assistance, 
both  states  would  have  been  crippled  and  recovery  would  have 
been  more  difficult.  Economic  development  would  have  been 
delayed. 

deficit  was  about  $1.1  billion.  The  U.S.  supplied  Taiwan 


with  $1.03  billion  of  economic  aid.  Thus,  U.S.  aid  made  up 
almost  90$  of  Taiwan's  budget  deficits  for  more  than  10 
years.  In  Korea,  dxirlng  the  period  of  ISI,  the  trade 
deficit  was  nearly  $5.5  billion.  Ajoerioan  economic  aid 
covered  almost  50$  of  Korean  trade  deficits  and  nearly  70$ 
of  its  imports.  American  economic  aid  supported  the 
Taiwanese  and  Korean  states  toward  ISI  without  a heavy 
burden  of  current  account  deficits  in  the  1950s  (Alan,  1989; 
Galenson,  1979:458).  In  contrast  to  Taiwan  and  Korea, 

Brazil  and  Mexico  have  depended  on  natural  resource  exports 
and  direct  foreign  investment  to  assist  ISI  deeping  in  the 
1950S  and  19eos  (Gereffi,  1990;  Jenkins,  1991). 

With  regard  to  U.S.  attitude,  it  seemed  that  the  U.S. 
government  had  been  indulgent  with  the  Taiwanese  and  Korean 
states  toward  ISI  without  giving  any  severe  pressure  on 
restrictions.  This  was  largely  because  of  their  important 
geopolitical  status  in  relation  to  U.S.  global  hegemony. 

The  period  of  ISI — with  U.S.  aid,  technology  transfer,  and 
tolerance — allowed  Taiwan  and  Korea  to  bring  up  their 
nascent  industries  and  to  become  ready  to  pursue  export 
promotion  in  the  19$0s.  It  must  be  noted  that  Taiwan's  and 
Korea's  developments  were  not  simply  affected  by  the  U.S. 
aid,  but,  rather,  were  in  appliance  with  their  self- 
sufficient  consideration  on  their  national  defense. 

The  U.S.  aid  also  helped  to  creat  and  support  many  new 
Investment  opportunities.  In  Taiwan,  from  1951  to  1965, 


. aid  was  assigned  to  Infrastructure,  26\ 

, 21.5%  to  agriculture,  and  15.2%  to 
industry  (Jacoby,  1566:50).  In  Korea,  fron  1953  to  1974, 
about  50%  of  U.S.  project  aid  was  assigned  to  infrastructure 
(e.g.,  electric  power,  telecommunications,  and 
transportion} , 29%  to  industry,  10%  to  human  resources,  and 
only  4%  to  agriculture  (Mason  et  al.,  19B0:191).  with  the 
sound  infrastructure  and  human  capital,  Taiwan  and  Korea 
were  enabled  to  attract  DPI  and  to  take  off  economically 


By  using  aid  as  a leverage,  the  1>,S.  was  able  to 
influence  both  the  Korean  and  Taiwanese  economic  programs. 
Taiwan's  and  Korea's  liberalisation  policy  was  largely 
affected  by  the  American  Agency  for  International 
Development  (AID)  which  asserted  an  economic  liberal 
doctrine.  This  liberal  advocate  was  to  promote  the  private 
sector  with  market  functions  as  well  as  free  trade.  The  AID 
urged  the  Kuomintang  and  Rhee  states  to  be  more 
development-oriented  and  to  liberalise  economic  control, 
with  AID'S  influences,  the  private  sector  was  given 
attention  and  was  considered  as  a foremost  source  of 
economic  growth.  Through  the  aid,  the  AID  had  considerable 
leverage  over  economic  policymaking  in  Taiwan  and  Korea. 
This,  to  an  extent,  made  both  states  more  difficult  to 
politically  support  and  continue  protectionism  (ISI) . 


Nevertheless,  Tsiwen  and  Korea  did  not  simply  comply 
to  us  pressures.  The  Korean  and  Taiwanese  states  were  able 
to  expand  their  strength  and  power  under  the  utilization  of 
American  aid  in  formulating  and  conducting  effective 
development  programs.  American  aid  helped  Taiwan  and  Korea 
to  establish  a strong  military  presence.  The  existence  of  a 
huge  state  bureaucracy  and  military  presence  ensured  a 
strong  state  entity  vis-a-vis  society  and  foreign  powers. 

In  the  1950s,  the  Kuomintang  state  in  Taiwan  had  more 
relative  autonomy  and  alternative  choices  than  the  Rhee 
regime  in  Korea.  Not  until  the  early  1950s,  with  the 
emergence  of  the  Park  regime,  did  the  Korean  state  enjoy 
much  autonomy.  In  Taiwan,  because  of  a weak  Taiwanese 
society,  its  huge  military  bureaucracy,  and  its  cocky  and 
conservative  attitude — obtained  more  bargaining  powers 
against  American  authority.  Yet,  the  Rhee  regime  had 
struggled  with  the  strong  landlord  class  and  student 

economic  decisions,  with  a high  dependence  on  U.S.  aid,  the 
Rhee  regime  had  less  autonomy  and  bargaining  pavers  with  the 
U.S.  authority.  Eventually,  the  Rhee  regime,  incapable  of 
directing  economic  growth  in  the  late  1950s,  was  overthrown 
by  student  movements.  This  set  the  stage  for  the  rise  of 
the  Park  regime  in  the  form  of  a military-authoritarian 


Aaerican  Pogtcolonlal  Inperlalisii  and  the  Developnent 

United  States  economic  activities  abroad  was  very 
remarkable  regarding  direct  foreign  Investment,  since 
World  War  II,  the  U.S.  has  assumed  leadership  in  the 
international  economy,  especially  as  a capital  exporter, 
The  development  of  American  capitalism — via  military  and 
economic  alliances  to  penetrate  other  nation-states  or 
social  structures — would  be  characterised  as  postcolonial 
imperialism.  The  expansion  of  U.S.  imperial  power  has 
sustained  American  capital  accumulation  and  even  the 
development  of  its  pcstlmperialism  (Petras  and  Horley, 


With  the  development  of  U.S.  postimperialism, 
large-scale  American  HWCs  made  efforts  to  expand  and 
sustain  a condition  for  capital  accumulation.  The  logic  of 
the  HNC  was  to  move  capital  abroad  in  order  to  acquire  more 
profits  and  to  accelerate  capital  accumulation.  The  volume 
of  U.S.  direct  investment  overseas  indicates  its  importance 

direct  investment  amounted  to  S11.7  to  SIS.l  billion  (book 
value],  Increasing  about  6.7  times.  This  amount  increased 
up  to  $192.6  billion  in  1979.  Vet,  the  majority  of  these 
investments  was  located  in  the  developed  countries  (Portes 
and  Walton,  1981:142). 

The  ascent  of  NICs  in  the  world  division  of  labor  is 
a typical  case  of  "development  by  Invitation"  (wallerstein, 


1976].  Apart  from  internal  factors,  a state's  "developnent 
by  invitation,"  involves  two  types  of  relations  in  the 
world  system  (i.e.,  political  and  economical).  To  begin 
with  the  process  of  industrialization,  Taiwan  and  Korea 
were  deeply  associated  in  international  political-military 
relations.  In  contrast,  industrialization  in  Brazil  and 
Hexico  was  born  under  the  operation  of  international 
capital  and  world  marlcet  economy.  This  type  of  relation  in 
the  world  system  led  to  a very  different  development 
pattern. 

Generally,  u.s.  direct  investment  abroad  was  oriented 
toward  participation  in  a country  with  a large  domestic 
marlcet,  natural  resources,  and  comparative  cost  advantages. 
Latin  America  naturally  became  the  target  region  for  the 
U.s.  DPI.  Latin  America  accounted  for  81%  of  total  U.S. 
investments  in  the  Third  World,  Mexico  and  Brazil  were  the 
major  recipients  in  Latin  America,  with  about  S0%  of  total 
U.S.  DPI  in  this  region. 

was  $2,04S  million,  which  represented  37.7%  of  the  total 
DPI  in  Brazil.  The  u.s.  direct  investment  in  Hexico  was 
about  $1,836  million,  which  accounted  for  more  than  80%  of 
the  total  DPI.  In  Taiwan,  U.S.  investment  was  about  S24S 
million,  which  represented  61%  of  the  total  DPI  in  1971. 

In  Korea,  U.S.  investment  was  about  $114.2  million,  which 
of  the  total  DPI  in  1971,  respectively  (Wu, 


represented  46% 


1989;  Koo,  1985).  Thus,  u.s.  investment  remained  the 
largest  share  of  total  DPI  In  each  country.  The  U.S.  DPI 
replaced  British  and  other  European  investors  and  became 
crucial  in  Mexico  and  Brazil.  The  rapid  growth  of  u.s.  DPI 
explicitly  marked  the  dominant  role  of  the  U.S.  in  the 
world  economy.  Yet,  in  the  1970s,  while  the  U.S.  DPI  grew 
precipitously,  the  predominant  role  of  U.S.  DPI  was  also 
increasingly  being  challenged  by  the  growing  power  of  Japan 
and  European  countries  in  the  world  economy. 

The  U.S.  DPI  in  Brazil  increased  more  rapidly  than  in 
Hexico.  Prom  1956  to  1976,  US  DPI  in  Brazil  was  almost 
twice  as  much  as  that  in  Mexico.  The  reason  was  simply 
political  and  was  compatible  with  the  strategy  of  U.s. 

MNCs.  The  U.S.  HMCs  demanded  more  comprehensive  control 
over  labor  unions  and  nationalist  challenges.  The 
Brazilian  military  regime  made  a great  effort  to  attract 
U.S.  investment  via  the  repression  on  labor  movements  and 
to  dismantle  the  nationalist  enterprises.  On  the  contrary, 
in  Hexico,  the  Hexicanization  policy  intensely  threatened 
foreign  investors  and  kept  them  far  away. 

Brazil  has  been  the  largest  country  receiving  u.s. 

DPI  in  the  developing  countries,  in  1972,  the  total  u.s. 
DPI  was  $2, 905  million  which  represented  about  lOt  of  total 
U.S.  investments  overseas  in  developing  countries  (Hess, 
1974:1018).  In  terns  of  sectorial  distribution  of  u.s. 


particularly  concentrated  in  minerals 


mineral  proceaeing,  machinery  and  electrical,  and  chemical 
and  pharmaceutical  sectors;  these  accounted  Cor  S4t  of  the 
total  U.S.  DFI  in  Brasil.  In  terms  of  total  foreign 
investments  in  individual  sectors,  u.s.  DFI  was  relatively 
large.  For  example,  it  represented  6d.9t  in  the  mineral 


chemical-pharmaceuticals.  The  U.S.  DFI  in  the  Brazilian 
economy  represented  45%  of  the  gross  value  of  total  DPI  in 
the  manufacturing  sector  (Robinson,  1975:212). 

In  Mexico,  the  u.s.  DPI  represented  an  extraordinary 
share.  In  1972,  it  accounted  for  aloout  S0%  of  the  gross 
value  of  DPI  in  Mexico.  Annual  flows  of  U.S.  DPI  were 
between  70%  and  90%  of  Mexico's  net  foreign  investment  and 
reinvestment.  In  terms  of  sectoral  distribution  of  U.S. 
DFI,  75%  of  U.S.  DPI  were  concentrated  in  the  manufacturing 
sector  in  1972,  In  terms  of  DFI  in  individual  sectors, 
u.s.  DPI  accounted  for  100%  of  the  rubber  industry  and 
produced  about  64.5%  of  Mexico's  total  rubber  output.  The 
U.S.  DFI  shared  about  77%  of  the  total  DFI  in  electric 
machineiry  and  represented  301  of  the  total  Mexican  output 
from  this  sector.  The  U.s,  investment  was  73%  of  the  total 
DFI  in  chemicals,  which  produced  38%  of  Mexico's  chemical 
output.  The  U.S.  DFI  was  70%  of  total  DPI  in  to)oacco, 
which  produced  S0%  of  total  output  in  this  sector.  In 
1972,  out  of  the  300  largest  manufacturing  firms  in  Mexico, 
the  u.s.  shared  about  36%  relative  to  16%  from  other 


foreign  InvestmantB,  and  the  local  capitalists  and  the 
state  shared  48t.  In  Brasil,  the  U.S.  shared  about  16%, 
compared  with  36%  from  other  foreign  countries,  and  50% 
from  Brazilian  (Newfanner  and  Kueller,  1975) . 

Traditionally,  DFI  was  concentrated  on  extractive 
sectors  in  Hexico  and  on  public  utilities  in  Brazil,  such 
as  railroad,  electric  power,  and  communication.  Since 
1950,  DFI  was  concentrated  cn  the  manufacturing  sector. 
Brazil's  and  Hexico's  large  domestic  markets  became  more 
attractive  than  their  natural  resources  (Connor,  1977) . 

The  U.S.  manufacturing  investment  in  both  Brazil  and  Mexico 
in  1966  almost  accounted  for  50%  of  its  investment  in  I,atin 
America  (i.e. , $1,498  million  out  of  $8,973  million).  In 
1976,  the  ratio  increased  to  64%  ($5,880  million  out  of 
$9,242  million).  In  Brazil,  during  the  same  period,  this 
Investment  increased  6 tines,  from  $574  million  to  $3,667 
million.  In  Hexico,  U.S.  investment  only  increased  2.4 
times,  from  $924  million  to  $2,223  million  (Evans  and 
Gereffi,  1982:130;  Fetras  et  al.,  1981:75).  As  mentioned 
above,  more  than  90%  of  D.S.  MNCs*  manufacturing  goods  were 
sold  locally;  only  a little  amount  want  for  exports.  It  is 
clear  that  U.S.  manufacturing  investments  focused  on 
capturing  Brazil's  and  Mexico's  large  local  markets. 

Since  the  U.S.  DFI  flowed  into  Brazil  and  Mexico,  a 

the  U.S.  The  market-oriented  U.S.  HNCs  exploited  )ienefits 


froD  local  DacketB.  During  1960  to  1976,  the  annual  return 

book  value  of  U.s.  total  inveatments;  in  Mexico  this  rate 
ranged  from  8%  to  15t  (Evans  and  Cerefti,  1982:164).  The 
bulk  of  u.s.  earnings  from  Mexico  and  Brazil  was  renitted 
to  the  U.S.  rather  than  for  reinvestment.  During  1966  to 
1976,  the  outflow  of  U.S.  earnings  from  Mexico  and  Brazil 
was  almost  equal  to  the  total  capital  flow  from  the  U.s. 
(not  including  reinvestment) . Moreover,  during  the  sane 

reinvested  earnings — this  was  not  from  the  outside,  but 
from  exploitation  of  Brazil's  and  Mexico's  markets.  The 
vicious  effect  of  a "rolling  snowball"  occurred  and 


recycled. 

Looking  back  to  Taiwan  and  Korea,  U.S.  DPI  was  a 
small  amount  in  absolute  terms  in  comparison  with  U.S.  DPI 
in  Mexico  and  Brazil.  Yet,  in  relative  terms,  it  is 
noticeable  that  U.S.  DPI  accounted  for  the  major  share  in 
Taiwan's  and  Korea's  total  foreign  investments.  But  its 

capital  and  others  started  to  play  a larger  role. 

In  Taiwan,  during  the  1960s  and  1960s,  u.s.  DPI  was 
about  $242.2  million,  which  represented  nearly  53%  of 
Taiwan's  total  foreign  investment.  Almost  67.5%  of  the 
total  U.S.  DPI  were  located  in  the  manufacturing  sectors. 

In  Korea,  during  1962  to  1971,  U.S.  DPI  was  $114.8  million. 


which  represented  nearly  46t  of  total  foreign  InvestDents. 
And  almost  83%  of  U.S.  DPI  flowed  into  manufacturing 
sectors,  especially  in  chemical  and  electrical  induetries 
(Koo,  1985:182,  185) . 

encouraged  by  the  u.s.  government  in  order  to  replace  Aid 
and,  at  the  same  tine,  to  assist  Taiwan's  and  Korea's 
economic  development,  which  in  turn  would  reduce  u.s. 
military  and  economic  burden.  Besides,  in  the  1970s,  u.s. 
imperialism  appeared  to  be  in  a sign  of  crisis  with 
challenges  from  Japan  and  West  Germany  in  the  world 
economy.  The  vehement  competition  among  core  economise  in 
the  world  market  led  to  the  emergence  of  the  global 
"product  cycle"  to  cope  with  rising  costs  of  labor  (Huang, 
1989;  Gold;  1988) . The  product  cycle  contributed  to  the 
increase  in  foreign  investment  in  labor-intensive 
industries  from  core  economies.  Thus,  foreign  capital 
flowed  into  Taiwan’s  and  Korea's  labor-intensive  sectors, 
which  were  attributed  as  a "push  factor"  for  economic 
growth.  The  "pull  factor,"  i.e.,  from  internal  forces,  on 
the  other  hand,  also  occurred  in  Taiwan  and  Korea  in 
determining  the  capital  movement.  During  the  same  period, 
Taiwan  and  Korea  offered  relatively  excellent  incentives  to 
lure  DPI  and  implemented  few  restrictive  regulations  in 
comparison  with  their  counterparts  in  Latin  America  that 


imposed  radical  restrictions 


controls 


the  "product  cycle"  was  allocated  on  the  labor-intensive 
industrialisation.  The  U.S.  KNCs  in  Taiwan  and  Korea  took 
advantage  of  the  low-cost  labor  and  attempted  to  recapture 
U.S.  world  market  by  competing  with  cheaper  Japanese  and 
European  goods,  ht  this  point,  U.S.  DFI  in  Taiwan  and 
Korea,  undoubtedly,  was  export-oriented,  aimed  at  the  world 
market  instead  of  local  markets.  The  U.S.  HNCs  in  Taiwan 
and  Korea  also  enjoyed  high  rates  of  profitability,  as  did 
Taiwan  and  Korea  for  earning  much  foreign  exchange  from 
exports.  Unlike  in  Mexico  and  Brasil,  the  bulk  of  the  U.S. 
HNCs'  earnings  in  Taiwan  and  Korea  was  mainly  derived  from 
the  world  market  rather  than  from  extraction  of  local 

The  trade  pattern  with  the  U.S.  and  the  pattern  of 
U.S.  DFI  appeared  very  different  in  East  Asian  and  Latin 
American  NICs.  The  common  characteristic  among  the  four 
NlCs  was  the  high  proportion  of  bllaterial  trade  with  the 

situation  in  Mexico  was  more  outstanding  with  about  60t  of 
trade  with  the  U.S.,  compared  with  30%-40t  in  Taiwan, 

Korea,  and  Brasil.  There  was  a serious  trade  deficit  with 

Taiwan  and  Korea  shifted  trade  deficits  to  surpluses 
earlier  than  Mexico  and  Brazil.  Taiwan  enjoyed  trade 
surpluses  with  the  U.S.  since  1969  and  Korea  started  from 
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Figure  9-10  Export  end  Import  with  USA, 


:rade  surpluses  with  the 
Moreover,  the  conposition 
notably  differed 
Mexico.  The  former 
on  manufacturing  Itejne, 
3ased  on  primary  goods. 

)r  an  overwhelming 
in  Mexico  and  Brazil. 

1 Brazil  revealed  its 
>.  DPI  concentrated  on 
t.  Even  though  U.S.  DPI 
gross  domestic  capital 


197B.  But  Brazil  and  Mexico  h 

of  export  goods  to  the  u.S.  market  i 
from  Taiwan  and  Korea  versus  Brazil 
two  countries  largely  concentrated  ( 
whereas  the  latter  two  were  still  bi 

In  sum,  U.S.  DFI  accounted  foi 
portion  of  all  foreign  investments  : 

And  it  has  also  grown  consistently  c 
structure  of  U.S.  DPI  in  Mexico  and 
importance  to  the  economy.  The  U.S. 
the  most  dynamic  end  modern  sectors, 
accounts  for  a small  proportion 
formation  in  Mexico  and  Brazil,  high  concentration  on  son 
key  manufacturing  sectors  accounted  for  an  extraordinary 
portion  of  the  manufacturing  output  of  exports  and  of 
domestic  sales.  The  u.S.  MNCs  ranked  among  the  largest 
firms  in  each  industrial  sector.  The  highly  growing  u.S. 
DFI  was  positively  coupled  with  its  profit  earnings.  The 
expansion  of  u.S.  MNCs  increased  their  economic  strength, 
which  enabled  U.S.  MNCs  to  compete  with  local  and  state 

"Denationalization"  of  leading  sectors  occurred. 

Among  other  things,  DFI  seemed  to  have  been  used  as 
primary  means  to  perpetuate  the  periphery  into  an  extreme 
economic  dependency  and  to  expand  American  postimperial 


market.  The  HNCs  were  beln^  used  to  integrate  domestic 
productive  resources  into  a productive  network  to  the  world 
econoDiv.  The  integration  of  domestic  productivity  with 
HNCs'  global  marketing  system  and  access  to  external 
markets  generated  the  host  country's  capability  and 
productivity  for  exports. 

why  were  u.s.  HNCs  primarily  export-oriented  in  one 
country  and  predominantly  an  import-substitution,  on 
market-oriented,  in  another  country?  And  why  did  the 
latter  country  fail  to  promote  export  with  the 
participation  of  U.S.  HNCs?  The  answer  is  not  simply 
because  of  market  orientation.  Without  considering 
historical,  political,  and  economic  ties  to  the  U.S.  global 
hegemony  in  the  world  economy,  it  would  be  difficult  to 
understand  why  a divergent  development  path  has  been 
occurred  in  Taiwan  and  Korea  versus  Brazil  and  Mexico. 
Brazil  and  Mexico  demonstrated  high  economic  growth  rates 
on  the  basis  of  import  controls.  Yet,  Taiwan  and  Korea 
displayed  high  growth  rates  based  on  export  promotion.  Two 
opposite  types  of  development,  to  some  extent,  have  been 
historically  related  to  the  world  economic  and  political 
development.  The  major  determinant  was  the  interaction 
between  the  global  role  of  the  U.S.  and  the  choice  in  state 
responses . 


CKAPTEH  10 

THE  STATE  AND  FOREIGN  CAPITAL  (1970-1988) 

Stata  ReBPonse  and  the  Participation  of  MHCs 

negotiation  and  mutual  acconiaodation  to  cope  with  conflicts 
between  them.  By  the  1970e«  the  e>cpan6ion  of  HNCs  and 
growing  state  power  became  conflictual.  Brazil  and  Mexico 
developed  their  industries  with  a great  amount  of 
participation  by  HNCs.  The  rapid  growth  of  HNCs  in  leading 
sectors  was  at  the  expense  of  domestic  firms.  The  HNCs 
substantially  increased  their  weight  in  determining 
Brazilian  and  Mexican  patterns  of  development.  By  contrast. 
HNCs  have  relatively  declined  their  importance  in  Taiwan  and 
Korea.  The  importance  of  HNCs  has  been  attributed  only  to 
the  quality  of  technology  transfer,  rather  than  to  the 
quantity  of  production  and  trade. 

state  response  to  HNCs  generated  a different  result  on 
domestic  industrialization.  During  1950  to  1970,  as 
discussed  above,  Mexico  and  Brazil  experienced  a qualitative 
development  in  their  industrial  bases  with  the 


participation 


activltlas 


of  HNCs.^  The  shate  response  ho  the 
altered  the  structure  of  sectorial  distribution  and  created 
new  forms  of  capital-intensive  sectors.  Foreign  investment 
concentrated  on  manufacturing  sectors  instead  of  mining  and 
public  utility  sectors.  The  change  in  aectcrial 
distribution  shaped  the  node  of  Mexico's  and  Brazil’s  entice 
economies.  In  contrast,  in  Taiwan  and  Korea,  on  (direct 
foreign  investment) , from  the  beginning,  was  directed  into 
labor-intensive  and  exporting  industries.  The  HNCs' 
participation — based  on  labor  comparative  advantage — 
contributed  to  exports,  but  it  had  little  influence  on  the 
change  in  industrial  sectorial  structure.  This  suggests 
that  DFl  on  labor-intensive  industry  leads  to  a quantitative 
change  in  host  countries,  whereas  DFI  on  capital-intensive 
industry  leads  to  a qualitative  change. 

In  the  I970e  and  l9S0s,  there  was  a dramatic  change  in 
industrial  structure  with  regard  to  state  policy  (see 
Appendix  D) . In  the  1970s,  MNCs  in  Mexico  and  Brazil  highly 
concentrated  on  capital-intensive  industries,  which  have 
resulted  in  high  unemployment  and  technology  dependence. 
Entering  the  19B0S,  both  states  reconsidered  the  importance 
of  labor-intensive  industry  for  export.  Taiwan  and  Korea, 


davelopBftnt.  This  change  li 


Involved  with  KHC#'  investment,  a quantitative  change  le  often** 
eeeoclated  with  labor-lntanaLve  methoda. 


employed  high-technology 


capitel-intenslve  strategies  in  order  to  eliminate  the 
problem  ot  high  labor  wages  and  labor  shortages,  which  would 
lead  to  losing  their  competitiveness  in  the  world  market 
(Cheng  and  Haggard,  1987;  chan,  1990;  Deyo,  1990;  Wade, 

The  qualitative  and  quantitative  changes  in  both 
regional  NICs  represent  a different  interplay  between  state 
reaction  and  HNCs'  participation  since  1970.  Several 
aspects  of  development  strategies  and  foreign  capital  will 
be  discussed  as  follows. 


It  increased 
$120  million 


si ightly 


versus  Latin  America  since  1970 
consistently  carried  out  incentive  policies 
The  DPI  increased  remarkably  after  196B. 
a $11.4  million  yearly  during  1961-1965,  to 
1971-1975,  and  to  $525  million  in  1980- 
. on  the  contrary,  DPI  has  declined 
le  end  of  the  1970s,  from  $160.5  million  per 
1 to  $101  million  in  1980-1982.  In  1978, 


the  accumulated  stock  of  DPI  was  $1,850  million  in  Taiwan 
and  $1,500  million  in  Korea.  In  1986,  however,  it  increased 
to  $5,900  million  in  Taiwan  but  only  to  $2,200  million  in 
Korea  (see  Table  9-1,  in  chapter  9). 


^ In  1987,  it  was  up  to  51,419  niUlon. 


li  i:i:i  il 


prevent  Hexicane  from  both  beinq  charged  nore  than  foreign 
coBpetitora  in  the  eane  sector  for  the  use  of  technology  and 
being  protected  by  patent  rights.  As  a result,  foreign 
capital  was  forced  out,  with  a loss  of  more  than  $2  billion 
within  16  months,  which  represented  more  than  50%  of  the 
booh  value  of  total  DPI  in  1973  ($3,495  million).  The 
massive  capital  flight  was  compensated  by  foreign  loans. 

When  Lopes  Portillo  (1976-82)  took  office,  his 
administration  favored  foreign  investment.  The  DPI 
increased  from  $504  million  annually  in  1970-1976  to  $1,472 
million  in  1977-1982.  The  Lopez  Portillo  administration, 
essentially,  ignored  the  forceful  legislation  set  up  by  the 
Echeverria.  Under  Echeverria'a  policies,  foreign  and 
domestic  capitalists,  eventually,  joined  together  to  resist 
the  government's  overwhelming  intervention.  Facing  the 
challenge,  Lopez  Portillo  was  pressured  to  encourage 
investment,  both  foreign  and  domestic.  Besides,  given  the 
wish  to  pursue  an  export-oriented  strategy,  Portillo  adopted 
a more  pragmatic  policy  on  foreign  investment;  he  used 
foreign  investment  and  its  lin)c  with  the  international 
market  to  help  and  stimulate  exports.  Yet,  de  la  Hadrid's 
(1982-88)  administration  was  inimical  to  foreign  investment. 
As  Table  9-1  shows,  the  amount  of  DPI  after  1982  declined 


Investment.  In  edditLon,  eectote  such  ee  glass,  cellulose,  fettllLtecs, 


sharply  to  $497  nillion  annually  £roiii  $1,399  nillion  in 
1999.  Mexican  development  reveals  the  importance  of  the 
central  role  of  the  state  bureaucracy  in  the  regulatory 
process  on  foreign  investment. 

In  Brasil,  as  in  Mexico,  there  was  considerable 
ambivalence  toward  DPI  during  the  early  1970s.  The  military 
authoritarian  regime  favored  and  welcomed  foreign 
investment.  There  was  an  enormous  capital  inflow,  which 
averaged  over  $1  billion  a year  in  the  l97Qs  (see  Table  9- 

value  of  DPI  almost  doubled.^  The  consistent  increase  in 
DPI  reveals  that  the  Brasil's  military  regime  in  1964-1978 
actively  encouraged  foreign  investment  to  export 
manufactures. 

The  domination  of  HNCs  caused  the  rise  of  nationalist 
spirits.  The  alliance  between  state  and  local  capitalists 
was  at  the  expense  of  HNCs.  Restrictive  laws  were  adopted 
to  regulate  HNCs.  Government  policies  brought  up  public 
enterprises,  favored  local  firms,  and  discriminated  HNCs. 
Also,  by  foreign  borrowing,  the  state  did  not  have  to  rely 
on  HNCs'  capital.  Borrowing  allowed  Brasilian  and  even 
Mexican  states  to  become  more 
domestic  and  foreign  sectors. 


assertive  in  directing 


: lllnl  attitud®; 


The  attitudes  of  these  states  towards  DFl  also  confina 
that  the  larger  the  host  country's  market,  the  more  likely 

the  larger  domestic  market  gives  the  host  state  a better 
bargaining  power  against  KNCs;  the  host  state  la  more  likely 
to  carry  out  a nationalization  policy.  In  other  words,  the 
smaller  the  host  country's  market,  the  lass  Interests  HNCs 
would  have  in  It,  the  less  the  bargaining  power  for  the 
stats  to  regulate  DFI,  and  the  less  likely  to  nationalize 
HNCs.  That  Is  why  Taiwan  and  Korea  provided  better 
Incentives  to  HNCs,  rather  than  providing  regulations,  and 
that  Is  why  Brazil  and  Mexico  regulated  and  nationalized 
HNCs,  rather  than  providing  better  incentives  (in  relative 

DFI  and  Wage  Rates 

The  relation  between  DFI  and  labor  wages  remained 
positive  in  the  world  economy  during  the  1970e  and  early 
1980s.  Cheap  labor  still  was  a major  concern  of  foreign 
investors.  Host  DPI  in  Taiwan  and  Korea  were  attracted  to 
their  low  wage  rates  and  the  higher  quality  of  their  labor 
forces.  As  shown  in  Figures  lo-l  and  10-2,  the  correlation 
coefficient  between  DFI  and  wages  was  highly  positive 


im 


absolute  terse,  were  lower  in  Hewico  and  Braail  than  in 

Figures  10-3  and  10-4  show  that  the  relation  between 
DFI  and  wage  rates  was  positive  in  Mexico  (r>0.33)  and  in 
Brazil  (r«0.59}.  This  evidence  is  sosewhat  co&patible  in 
that  both  states  favored  export  prosction  based  on  labor- 
intensive  industries.  Kevertheless,  the  Mexican  and 
Brazilian  states  still  regarded  csapital  intensity  as  a najor 
form  of  entry  of  DFI  in  serving  looal  sarKets.  Labor- 
Intensive  industries  were  subordinate  to  capital-intensive 
ones  in  state  strategies. 

Taiwan  and  Korea  raised  labor  wages  more  rapidly  than 
most  other  Third  world  countries.  Taiwan  and  Korea  lost 
some  of  their  comparative  advantage  since  the  izid-1960s 
(dereffi  and  Wyman,  1990) . Rising  labor  wages  started  to 
jeopardize  their  conventional  labor-intensive  industries. 

In  order  to  maintain  a high  rate  of  economic  growth,  two 
strategies  to  solve  the  labor  problem  were  adopted,  one 
shifted  development  strategies  from  labor-intensive  to 
technology-and-capital  intensive,  upgraded  their  industrial 
level,  and  to  diversified  production;  the  other  strategy  was 
to  na)ce  investments  in  other  countries.  Thus,  Taiwan  and 

for  economic  development  in  Taiwan  and  Korea.  At  this 


Figure  10-3  DFI  and  Real  Wage  Rate, 
Brazil,  1970-198S 


IT. 


deficits.  In  Brazil,  HNCs  had  a trade  deficit  over  $2,000 
million  in  1974,  which  accounted  for  almost  half  of 
Brazilian  deficits  (Fajnzylber  and  Tarrago,  1975;  Newfarmer, 
1990;  Jenkins,  19S4} . Thus,  MNCe  influencsd  foreign  trade 
unfavorably.  The  unhappy  result  made  Brazil  and  Mexico 
revalue  their  foreign  policies  on  DFI  and  trade. 

Brazil  and  Mexico  began  to  emphasize  the  utilization 
of  their  ab\mdant  labor  and  to  promote  exports.  The  former 
emphasis  aimed  at  solving  the  high  rates  of  unemployment 
and,  therefore,  Brazil  and  Mexico  adopted  labor-intensive 
strategies.  The  latter  emphasis  was  employed  to  solving 
balance  of  payment  deficits.  Thus,  in  order  to  promote 
exports,  all  sectors  of  the  manufacturing  industry  were 
opened  to  DPI . 

Quantitative  measures  in  Drazii  and  Mexico  for 
determining  the  suitability  of  a DFI  have  been  based  on 
"employment"  and  "export"  reguirements , The  DFI  was 
encouraged  and  welcomed  to  the  extent  that  it  contributes  to 
labor  utilization  and  export  promotion,  with  the  desire  to 
pursue  an  export-oriented  growth  strategy,  to  attract  DFI  is 
a good  way  for  the  host  state  to  link  with  the  International 

Processing  Zones  (EPZs).  The  MNCs'  activities  in  these 
zones  contributed  to  the  growth  of  manufactured  exports  and 
job  creation.  In  1978,  employment  in  Export  Processing 
Zones  was  about  70,000  in  Mexico  and  27,300  in  Brazil, 


compared  to  120,000  in  Korea  t 
of  labor  In  Export  Processing 
and  24)  women  workers  (60%  or 
female  labor  seemed  suitable  1 
Zones,  especially  in  textiles 
industries.  As  long  as  these 
state  would  go  further 
absorb  more  local  fema] 


!S  was  of  young  (between  16 
0 . The  docile  and  cheap 
trk  in  Export  Processing 
electrical  and  electronic 
lese  zonae  remained  profitable,  the 
expand  Export  Processing  Zones,  to 
Labor,  and  then  to  earn  foreign 


exchange.  Foreign  investors  will  also  continue  to  urge  the 
Brazilian  and  Mexican  states  to  adopt  favorable  policies  and 
to  modify  legislation  for  foreign  investment  and  technology 
transfer  (Jenkins,  19B7). 


DFI  and  Exports 

The  DPI  in  Taiwan  and  Korea  was  mainpulated  as  an 
effective  measure  to  promote  SOI.  The  DFI  had  a positive 
effect  on  exports  in  the  first  period  (1950-1970).  As 
Figures  10-5  and  10-6  show,  the  relation  between  DFI  and 
exports  was  very  positive  in  Taiwan  (r*0.62)  and  Korea 
(r.0.S7) . 

In  Brazil  and  Mexico,  the  relation  between  DFI  and 
exports  shifted  from  negative  in  the  first  period  (before 
1970)  to  positive  in  the  second  period  (r-0.13  in  Brazil  and 
r*0.05  in  Mexico)  as  shown  in  Figures  10-7  and  10-6.  This 
change  occurred  because  Brazil  and  Mexico  made  a great 
effort  to  promote  exports  with  an  invitation  of  DPI.  The 
insignificant  positive  correlation  in  Brazil  and  Mexico  was 


because  exporC  promotion  vas  still  restricted  or  distorted 
by  their  import-substituted  strategies.  Both  states  vers 
unable  to  fully  fulfill  outward-looking  policies,  but  only 
were  able  to  offset  import-substituted  policies.  The 
proportion  of  HNCs  that  were  export-oriented  was  relatively 
snail.  Yet,  as  long  as  the  state  was  concerned  about 
"employment"  and  "export  promotion,"  the  growth  of  exports 
and  the  utilization  of  labor  would  lead  the  state  to 
reorient  its  ISI  strategy  and  to  invite  DFI  for  labor- 
intensive  industries. 

In  sum,  DPI  was  a mean  in  Hies  to  develop  industry  and 
to  gain  advantages.  To  promote  exports  and  technology 
levels,  these  four  Hies  continued  to  seek  DPI  with  pragmatic 
policies  to  upgrade  their  industrial  structure.  Foreign 
investment  still  provided  a very  effective  source  for 
production/management  function  and  information  to  help 
domestic  industrial  growth  and  to  expand  industrial 
capability. 

Hationalization  and  State  Autonomy 

The  strategy  of  "nationalization"  also  differed.  The 
emergence  of  state  enterprises  through  nationalization 
policies  in  Brazil  and  Mexico  "was  not  an  ideological  but  a 
pragmatic  phenomenon"  (Frieden,  1987:145).  Its  rapidly 
growing  MNCs  threatened  their  entire  economies.  In 
contrast,  the  growth  of  state  enterprises  in  Taiwan  and 
Korea  was  essentially  ideological  rather  than  pragmatic. 


The  origin  of  nationalization  in  Taiwan  and  Korea  was 
embodied  in  their  political  ideology  and  national 
constitution.  It  cane  naturally  without  ouch  difficulty  and 
protest,  yet,  in  Brazil  and  Mexico,  it  was  developed 
halfway,  with  a lot  of  struggles  and  conflicts  with  the 
well-established  HNCs  and  even  the  domestic  sector. 

In  Brazil  and  Mexico,  nationalization  strengthened  the 
power  of  the  state  to  bargain  with  HMCs  and  local 
capitalists  in  the  19708.  The  state  played  a leading  role 
in  domestic  industrialization  because  local  firms  were 
unwilling  and/or  unable  to  raise  the  necessary  capital  and 
HNCs  to  monopolizs  areas  of  the  domestic  market  competing 
with  local  firms.  Nationalization  policies  in  the  1970s 
helped  to  establish  and  enlarge  state  enterprises.  The 
growing  state  enterprises  also  raised  the  state's  bargaining 
power  and  its  role  in  the  economy. 

yet,  nationalization  policies  did  not  deter  the  growth 
of  HNCs.  A "nationalized  sector"  (the  expansion  of  the 
public  sector]  and  a "denationalized  one"  (the  growing  HNCe) 
came  to  coexist  in  Brazil  and  Mexico.  This  mixed 
development  engendered  many  conflicts  and  negctiations 
between  the  state  and  local  sectors  vis-a-vis  the  foreign 
sector.  The  attitude  of  the  Brazilian  and  Mexican  states  in 
pursuit  of  national  interests  towards  HNCs'  participation 
were  very  "pragmatic"  and  "flexible."  The  pragmatic 
attitude  was  interest-centered  and  regulated  foreign 


investment  and  ownership  when  necessary.  Such  a attitude 
took  nationalization  policy  as  a truop  card  to  bargain  with 
KKCs.  To  some  extent,  both  states  neglected  nationalization 
policies.  In  this  way,  both  states  brought  about  many  state 
enterprises.  In  order  to  sustain  interests  from  HNCe,  the 
attitude  on  law  execution  is  very  Ilexlble.  As  a result,  it 
resulted  in  a lack  of  direction  and  an  inability  to  reach 
the  planned  goal  and  process,  and  also  it  allowed  HNCs  to 
continue  growing. 


The  Bain  task  of  nationalization  policy  was,  first,  to 
keep  foreign  capital  out  of  certain  basic  sectors.  Second, 
it  was  to  regulate  HNCs'  ownership  lees  than  Sok  (l.e., 
Mexican  or  Brazilian  partnership  required  more  than  B0%)  . 
Yet,  both  had  either  lagged  behind  or  had  been  ineffectively 
managed.  The  Brazilian  and  Mexican  states  did  not  want  to 
see  the  job  done  quickly  just  to  have  it  done.  The  reason 
was  that  both  states  did  not  want  those  Mexican  and 
Brazilian  conglomerates  to  emerge  to  challenge  state  power. 
Both  states  could  act  as  a counterweight,  balancing  the 
power  from  HNCs  and  private  sectors  and  acquiring  a more 
assertive  role  in  the  econony.  Henoe,  in  this  way  it  left 
some  alternatives  for  HNCs  to  find  ways  out  and  to  grow. 

In  addition,  the  oscillatory  relation  between  state- 
HNCs  towards  DFI  in  Brazil  and  Mexico  was  also  because  of 
the  multi -central  government  institutions'  response  to 
policy-making.  The  failure  of  coordination  among  them  and 


result,  the  state  in  these  countries  can  neither 
be  consistently  nationalist  nor  consistently 
promoters  of  international  capital.  The  result  is 
liXely  to  produce  contradictory  positions  both 
within  the  state  apparatus  at  any  one  point  in 
tine  and  oscillations  in  policy  over  time. 

(Jenkins,  1984:181) 

American  HNCe  and  the  state  in  mcs 

The  DFl  in  developed  countries  became  nulticentered  in 
the  world  econony.  The  economic  influence  of  the  U.S.  in 
NICs  obviously  declined  as  DFI  fron  Japan  and  Europe 
increased.  European  and  Japanese  investments  increased 
sharply  over  the  past  few  years.  The  growth  rate  of 
European  and  Japanese  investments  was  also  higher  than  that 
of  the  U.S..  Relatively  speaking,  the  U.S.  has  been  losing 
its  predominant  position  in  NICs.  The  U.S.  has  declined  its 
share  in  world  market  output. 

In  Taiwan,  DFI  has  mainly  been  derived  from  three 
sources:  overseas  Chinese,  American,  and  Japanese 
investnent.  American  investment  accounted  for  65.9%  of  the 
total  during  1952  to  i960,  and  dropped  to  23.3%  in  1976- 
1980.  In  contrast,  the  proportion  of  Japanese  DFI  in  the 
total  increased  fron  4.7%  in  1952-60  to  IB. 4%  in  1976-80. 
During  1981  to  1966,  the  share  of  U.S.  DFI  accounted  for 
33.6%  Of  the  total,  and  that  of  Japan  was  28.8%  (Hu, 

1969:67,  Table  1).  Overseas  Chinese  investment  accounted 


In  Korea,  DFI  was  highly  dependent  on  Japan  and  the 
U.S..  American  Investment  declined  rapidly  and  was  replaced 


by  Japanese  investment.  American  DPI  accounted  for  75%  of 
the  total  in  1952-1966,  decreased  to  11%  in  1972-1976,  and 
increased  to  34.2%  in  1977-1981.  In  contrast,  Japanese 
investment  only  shared  21%  of  the  total  in  1962-1966  and 
increased  up  to  72.2%  in  1972-1976.  In  1977-1981,  Japanese 
investment  decreased  to  36.8%.  In  terms  of  foreign  capital, 
Japanese  accounted  for  44.2%,  but  American  accounted  for 
29.7%  during  1971  to  1986  (Stallings,  1990).  Japan  retained 
the  highest  share  in  Korean  total  DPI  and  foreign  capital. 

Even  though  li.s.  investment  continued  to  be  a major 
part  of  the  total  DPI  in  Brasil  and  Mexico,  the  share  of 
u.s,  foreign  investment  since  1970  declined.  Investments 
from  Germany  and  Japan  increased  substantially.  Currently, 
in  Brasil,  American  investment  is  about  one  third  of  the 
total  investment,  and  both  Germany  and  Japan  about  another 
one  third.  The  decline  of  U.S.  DPI  has  been  congruent  with 
the  de-emphasis  on  US  dependence  by  Brazil's  foreign 
policies.  In  Mexico,  the  share  of  American  DPI  of  the  total 
decreased  from  65%  in  the  1970s  to  50%  in  1981.  The 
influence  of  American  DPI  in  Brasil  and  Mexico  has  remained 

Clearly,  in  Taiwan  and  Korea,  there  exists  a dual 
origin  of  DPI,  from  Japan  and  from  the  U.s..  The  overall 
dual  hegemony  has  granted  Taiwan  and  Korea  more  bargaining 
power  with  MMCs.  In  Brasil  and  Mexico,  the  U.S.  retains  a 


able  to  challenge  the  weight  of  American  HNCs.  This  reveals 
that  the  U.S.  still  enjoys  economic  dominance  in  Brasil  and 

The  U.S.  majority-owned  HHCs  in  Brasil  and  Hexico  are 
larger  than  those  in  Taiwan  and  Korea.  The  proportion  of 
U.S.  investment  in  majority-owned  affiliates  in  1977  was 
about  90.4%  in  Brasil  and  66.4%  in  Hexico. In 
comparison,  the  proportion  in  Korea  was  only  15.1%.^^ 

This  means  that  U.S.  HNCs  in  Brasil  and  Mexico  retained 
majority  status  and  enjoyed  a dominant  position.  Priority 
on  technology  transfer  from  HNCs  by  state  policies  permitted 
an  exception  for  foreign  shares  in  equity  ownership.  Yet. 
the  inefficiency  of  state  management  has  allowed  HNCs  to 
dominate  local  oarKets. 

owned  (joint-venture)  and  minority-owned  forms. The 
participation  of  U.S.  DPI  in  local  markets  was  restricted, 
except  in  the  form  of  joint-venture  or  minority-ownership. 
Indeed,  American  MNCs  are  reluctant  to  investing  in  the  form 
of  minority  and  co-ownership.  They  had  less  interest  in 
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DFI  distributed  to  exporting  sectors  rather  than  to  local 

In  fact,  Taiwan  and  Korea  were  more  favorable  for 
e use  of  performance  reguirenent  and 
c:  incentives  than  were  Braail  and  Mexico  during  the 

performance  requirenents  in  Taiwan  and  44%  in  Korea.  By 
contrast,  it  was  49%  in  Mexico  and  32%  in  Brazil.  And,  in 
the  sane  period,  51%  of  U.S.  MMCs  received  investment 
incentives  in  Taiwan,  and  54%  in  Korea,  whereas  the 
percentages  were  only  30%  and  32%  in  Mexico  and  Brazil, 
respectively.  The  ratio  of  performance  requirement  to 
investment  incentive  shows  that  Taiwan  (0.43)  and  Korea 
(0.81)  are  better  sites  for  the  participation  of  U.S.  HNCs — 
with  less  restrictions  and  more  incentives — than  Brazil 
(1.00)  and  Mexico  (1.63)  (Crieco,  1984:19,  Table  1). 

Some  studies  have  shown  that  the  conventional  behavior 
and  attitude  of  Anerican  (and  Buropean)  and  Japanese  HHCs 
differ  (Ozawa,  1979;  Kojima,  1978).  First,  Japanese  MNCs 
invested  to  protect  their  export  market  after  trade  barriers 
were  set  up,  whereas  American  and  European  HNCs  invested 
because  of  advantages  from  protected  local  markets.  Second, 
Japanese  investments  tended  to  be  smaller  in  size,  more 
export-oriented,  and  relatively  labor  intensive  (e.g, , 
textiles).  By  contrast,  American  and  Buropean  investments 
tended  to  be  larger  in  size  and  concentrated  in  highly 


technology-intenfllve  and  oligopolistic  industries  (e.g. , 
petrochemicals)  that  were  more  domestic  narket-oriented. 
Clearly,  Japanese  and  American  HNCs  exploited  NICs  for 
different  comparative  advantages. 

The  Japanese  investment  pattern  was  allegedly  "trade- 
creating"  because  of  its  export  orientation,  whereas  the 
pattern  of  American  and  European  investment  was  more  "anti- 
trade-creating" because  of  its  market  orientation.  Japanese 
investment  on  labor-intensive  industries  has  narrowed  the 
"technology  gap"  between  local  industries  and  KHca.  It  was 
easy  for  the  host  country's  industries  to  integrate 
technology  and  to  use  labor-intensive  methods  to  earn 
foreign  exchange.  However,  American  and  European 
investments  on  highly  technology-and-oapltal-intensive 
industries  have  widened  the  "technology  gap"  and  have 
contributed  to  their  monopoly  and  dominance  in  the  host 
country's  economy  (Hill  and  Johns,  1985). 

The  different  attitudes  and  behavior  of  HNCs  have 
affected  two  regional  KICs*  development,  in  Taiwan  and 
Korea,  Japanese  and  American  investments  have  helped  develop 
local  industries.  American  investment  has  been  export- 
oriented  in  Taiwan  and  Korea.**  The  export-oriented 
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situation  fits  for  Brasil's  and  Kexico’s  dependent 
developDents. 

Finally,  we  need  to  point  out  that  the  higher 
dependence  on  DPI  does  not  necessarily  causa  lower  rates  of 
economic  growth  (liXe  in  Singapore)  and  higher  levels  of 
decapitalisation  on  host  states,  if  the  penetration  of  HNCs 
in  local  market  is  relatively  low.  The  HNCs  engaged  in 
Taiwan's  and  Korea's  local  market  are  low  by  International 
standards,  and  are  mostly  in  the  form  of  joint-ventures. 

Both  states  avoid  the  imposition  of  maidevelopment  by  HNCs. 
By  contrast,  Brasil  and  Mexico  experienced  high  levels  of 
multinational  penetration  in  local  markets.  Brazil  and 
Mexico,  in  their  relation  to  HNCs,  have  been  neither  able  to 
regulate  HNCs  for  maximizing  developmental  benefits  nor  able 
to  implement  effective  development  policies.  Thus,  Brazil 
and  Mexico  have  undergone  low  economic  growth.  Taiwan  and 
Korea  had  a high  degree  of  relative  autonomy  to  HNCs 
activities  and  brought  about  economic  development. 

The  State  and  External  Debt 

Foreign  capital  can  be  acquired  by  means  of  foreign 
aid  or  grants,  foreign  investments,  or  foreign  borrowings. 
The  first  two  forms,  aid  and  DPI,  have  been  discussed 
earlier.  In  this  section,  we  focus  on  the  issue  of  foreign 
loans.  How  foreign  indebtedness  worked  on  industrialisation 
and  how  it  turned  into  a serious  debt  problem.  Debt  problem 


was  a najor  cause  for  the  divergence  In  development  patterns 
between  Latin  America  and  East  Asia  (see  Appendix  D) . 

Foreign  capital  inflow  to  East  Asia  and  Latin  America 
in  the  1950s  and  1960s  was  mainly  in  the  form  of  DPI,  which 
was  embodied  in  KHCs  and  foreign  aid  (Table  10-2) . Yet, 
from  1970  onward,  the  world  capital  market  had  an  impressive 
growth  in  lending  with  the  emergence  of  international 
commercial  banks  and  recycling  petrodollars.  Banks  started 
to  look  for  new  customers.  A large  proportion  of  lending 
flowed  into  less  developed  countries  (LDCs)  because  of  their 
heavy  balance  of  payments  deficits. Foreign  loan 
capital  replaced  direct  foreign  investment  as  the  major  form 
of  foreign  capital  inflow  in  BICs  (or  the  Third  World) . 

Brasil  and  Mexico  have  been  more  dependent  upon 
foreign  borrowing  than  Taiwan  and  Korea  to  finance  their 
economic  development,  as  Figure  10-9  shows.  In  1972, 
external  indebtedness  in  Taiwan  was  about  $550  million  and 
$3,590  million  in  Korea,  compared  to  $7,000  million  in 
Mexico  and  $10,200  million  in  Brasil.  In  1980,  the  debt  in 
Taiwan  was  $4.3$  billion  and  $27.2  billion  in  Korea, 
compared  to  $52.6  billion  in  Mexico  and  $64.6  billion  in 
Brasil. In  1988,  the  amount  of  external  debt  was  $0.3 
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borrowing  with  its  fluctuation  of  state  strategy  with  DPI. 

As  the  Mexican  state  tended  to  be  nationalistic,  it  was 
lihely  to  increase  foreign  borrowing  to  compensate  for  the 
shortage  of  DPI.  As  Figure  10-13  shows,  the  trend  during 
1970  to  1976  appears  as  a negative  relation  between  DPI  and 
foreign  borrowing.  This  confirms  that  the  Scheverria 
administration  attempted  to  reduce  DPI  by  increasing  foreign 
borrowing  in  order  to  balance  account  deficits.  During  1976 
to  1962,  the  Portillo  leadership  was  favorable  to  DPI  but 
that  did  not  cause  the  reduction  of  foreign  loans,  which 
resulted  from  oil  boom  after  1979.  The  DPI  increased  in  the 
oil  sectors.  The  state  also  borrowed  a large  foreign 
capital  to  finance  the  oil  discovery  and  industry.  The 
positive  correlation  coefficient  (reo.79)  in  the  whole 
period  means  that,  as  in  Korea,  the  increase  in  DPI  did  not 
reduce  foreign  loans. This  also  happened  in  Braail 
where  there  was  no  evident  relation  between  DPI  and  foreign 
loans,  as  Figure  10-12  shows.  The  Brasilian  government  not 
only  encouraged  DPI,  but  also  tended  to  increase  foreign 
loans  to  expand  the  public  sector.  The  positive  correlation 
coefficient  {r*0.69)  tells  the  same  result  as  for  Korea  and 
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Mexico  that  there  vae  no  conaiatent  relation  between  DFI  and 

Foreign  Borrowing  and  State  Reaponae  In  NlCe 

Foreign  borrowing  generally  could  strengthen  the 
state  vis-a-vla  the  local  capitalists  and  HNCs.^^  By 
loans,  the  state  does  not  have  to  rely  on  local  doDeatic 

would  play  a sore  decisive  role  in  DObiliting  donestic 
resources.  Besides,  the  state  with  Foreign  loans  enables 
itself  to  iaplenent  its  own  plana  and  projects  without 
constraints  imposed  by  local  or  foreign  capitalists. 
Finally,  foreign  loans  also  allow  the  state  to  extend 
greater  assistance  to  looal  industrialisation.  The  ao- 
called  "debt'led  industrialisation**  reveals  the  importance 
of  the  state  with  foreign  loans  (Haggard  and  Cheng,  19B3; 
Frieden,  19ai;  Cypher,  1990J . 

Economic  performance  by  foreign  borrowing  has  been 
very  politically  motivated  in  NICs.  Taiwan,  representing  a 
deviant  case  in  "debt-led  industrialisation,"  distinguished 
itself  from  Korea,  Brazil,  and  Mexico.  The  low  dependence 
of  the  Taiwanese  state  on  foreign  borrowing  was  because  the 
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However,  Korean  external  debt  was  involved  with  trade 

relation  between  trade  balance  and  debt.  This  means  that 
trade  deficit  led  to  more  inflow  of  foreign  loans  during 
1971  to  1982.^^  The  large  trade  deficit  seems  related  to 
the  huge  size  of  imports  of  capital  and  intermediate  goods 
in  addition  to  fuel  and  raw  materials.  The  distortion  in 
import  duty  has  been  associated  with  government  policy  in 
favor  of  the  importation  of  capital  goods  in  order  to 
develop  its  capital-and-technology-intensive  industrial 


Why  did  Brazil  and  Mexico,  compared  to  Taiwan  and 
Korea,  tend  to  rely  more  on  foreign  capital?  First,  the 
Brazilian  and  Mexican  states  tried  to  sustain  growth  by 
Keeping  up  public  spending  and  investment  at  home.  By 
increasing  foreign  borrowing,  both  states  allowed  imports 
to  remain  high  even  though  exports  stagnated.  Second, 
foreign  borrowings  also  allowed  the  Brazilian  and  Mexican 
states  to  finance  their  deficits  without  further  adjusting 
their  economic  structure.  Third,  foreign  loan  capital  in 
the  1970s  was  easy  to  access  and  cheaper  than  the  ability 
to  earn  through  exports.  Fourth,  a large  amount  of  capital 
flight  occurred,  seriously  aggravating  the  balance  of 


erada  deficit  in  Korea 


payments  deficits.  Besidss,  it  was  also  cheaper  to 
increase  external  debts  when  the  Brazilian  and  Mexican 
currencies  ware  relatively  overvalued.  Moreover,  Brazil 
and  Mexico  have  been  natural-resource-rich  countries  that 
acquire  core  credits  from  the  international  financial 
market.  Finally,  it  is  a factor  of  political  notivation 
that  the  state  seeks  to  borrow  abroad  to  strengthen  its 
assertive  role  in  economy. 

There  is  nothing  wrong  with  foreign  borrowing  to 
develop  domestic  industries  along  with  state  strategy.  But 
it  matters  how  the  state  allocates  such  capital  in  the 
entire  economy.  To  this  point,  Taiwan  and  Korea  differ 
from  Brazil  and  Mexico  in  utilizing  borrowing  capital. 

This  can  be  simply  asked:  why  are  Brazil  and  Mexico  in  debt 
crisis  and  so  vulnerable  to  external  shocks?  why  did 
excessive  foreign  borrowing  turn  into  a serious  debt  crisis 
with  no  way  out?  And  why  do  they  not  ocour  in  Taiwan  and 

Several  reasons  can  clearly  account  for  the  failure 
of  the  Brazilian  and  Mexican  states  to  utilize  foreign 
loans.  First,  the  response  to  the  balance  of  payments 
deficit  was  not  to  reduce  government  expenditure  but  rather 
to  finance  it  by  borrowing  without  making  any  structural 
adjustment.  Second,  their  external  borrowings  were  set  in 
a floating  interest  rate,  which  remained  vulnerable  to 


interest  payment 


depression.  Especially  in  1981-1982, 
interest  rate  sharply  increased,  the 
becane  an  untolerable  burden. Third,  they  vere 
outstanding  debtors  in  crisis,  and  lenders  lose  their 
confidence  and  stop  or  reduce  lending.  The  reduction  in 
foreign  lending  made  Brasil  and  Mexico  unable  to  pay  debts 
by  borrowing. Fourth,  their  foreign  borrowing  was  used 
to  finance  and  support  further  ISI  by  increasing  imports  of 
intermediate  and  capital  goods. 

Fifth,  by  monetarist  arguments,  the  basic  cause  of 
the  external  debt  crisis  was  related  to  high  inflation  and 
government  deficits.  High  inflation  rate  caused  high 
growth  rates  in  the  money  supply  and  in  government 
deficits.  The  increase  in  government  deficits  was  financed 
by  foreign  rather  than  domestic  borrowing.  Finally,  from  a 
structuralist  viewpoint,  an  overvalued  exchange  rate  tended 
to  work  against  exports  and  for  imports,  and  even  to  cause 
capital  flight.  Trade  deficits  occurred. 

In  general,  external  borrowing  in  Brazil  and  Mexico 
has  been  involved  with  trade  and  fiscal  deficits.  As 
Figures  10-20  and  10-21  shew,  fiscal  deficits  in  Brazil  and 


Figure  10-20  Foreign  Borrowing 
Brazil,  1970-1995 
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exports  have  brought  Brazil  and  Mexico  into  the  inpaeee  of 
economic  development. 

It  is  necessary  to  point  out  that  it  is  quite 
imposeible  for  the  Brazilian  and  Mexican  states  to  continue 
carrying  out  ISI  vith  the  aesistance  of  foreign  loans,  In 
fact,  foreign  borrowings  for  Brazil  and  Mexico  from 
international  financial  markets  have  become  more  difficult 
because  of  their  debt  crises.  To  increase  export  earnings 
has  been  the  only  possible  way  to  improve  their  economy. 
Export  promotion  strategy  was  urged  to  be  adopted. 
Implementing  export  promotion  is  not  a new  or  an  easy 
solution  for  the  Brazilian  and  Mexican  states  since  they 
found  they  have  difficulty  imposing  new  strategies  to 
jeopardize  domestic  vested-interest  groups.  It  highlights 
that  national  development  has  considerable  relevance  to 
relative  state  autonomy  from  its  society.  The  ISI  has  been 
related  to  strong  social  and  political  coalitions  that 
supported  proteotionism  and  rejected  EOI.  Brazil  and 
Mexico  are  two  cases  In  which  the  state  have  struggled  with 
its  strong  society  for  Initiating  economic  policies  and 
then  achieving  national  development. 
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SUHHARy  AND  CONCLUSIONS 


The  econonic  success  of  East  Asian  KICs  provides  sone 
valuable  experiences  of  what  they  have  done.  The  econonic 
stagnation  of  Latin  American  NlCs  shows  some  inefficiency  of 
econonic  measures  and  development  strategies.  Learning  from 
their  experiences  of  what  must  be  done  and  what  must  be 
avoided  could  contribute  to  the  development  of  other  Third 
world  countries. 

NICs*  Development  Experiences 

In  the  195Gb,  East  Asian  and  Latin  American  NICs 
carried  out  ISI.  The  ISI  brought  nascent  industries  into 
maturation.  Yet,  as  ISI  saturated  markets  in  the  late  19S0s 

Asian  and  Latin  American  NICs.  Taiwan  and  Korea  enabled 
themselves  to  fester  primary  SOI  strategies.  Brasil  and 
Mexico  undertook  further  {secondary)  ISI. 

both  regions,  despite  their  differing  strategies,  enjoyed 
high  econonic  growth.  Brasil  and  Mexico  generated  their  own 
economic  miracles.  Afterwards,  however,  Brazil's  and 
Mexico's  econonic  growth  slowed  down.  Both  states  less  and 


less  resembled  s model  of  sn  economic  miracle,  especially 
after  the  second  oil  crisis.  In  contrast,  Taiwan  and  Korea 
further  implemented  the  secondary  EOT  in  the  1970s.  Taiwan 
and  Korea,  to  this  date,  sustain  excellent  trade 
performance.  Export-oriented  policies  enabled  Taiwan  and 
Korea  to  avoid  two  global  oil  crisis  shocks. 

Entering  the  19906,  Taiwan  and  Korea  reached  a climax 
in  labor-intensive  exports.  Brasil  and  Mexico  fell  into  the 
nadir  of  their  economic  growth.  The  Taiwanese  and  Korean 
states  actively  and  rapidly  responded  to  accommodate 
external  shocks  and  to  readjust  their  economic  structures. 

structural  adjustment  and  external  impacts.  The  divergent 
development  of  East  Asian  and  Latin  American  Mice  is  net 
simply  a question  of  the  transition  from  ISI  to  EOI. 

Rather,  the  choice  of  the  state  in  development  strategies  is 
affected  by  a complexity  of  interactive  processes — by  the 
impact  of  domestic  social  classes  and  of  foreign 
participants.  That  is,  state  responses  and  policies  are 
related  to  both  state  autonomy  vis-a-vis  the  society  and 
state  capability.  The  different  degree  of  state  autonomy 
and  capacity  in  two  regional  NICs  has  bean  deeply  related  to 
the  particular  historical  events  and  structural  changes, 
internal  and  external,  of  each  area. 


External  Impacts 


First,  the  legacy  of  colonisation  in  Taivan  and  Korea 
ie  nore  politically  oriented,  where  that  in  Brasil  and 
Mexico  is  more  economically  related.  The  legacy  of  a short 
period  of  Japanese  rule,  in  the  case  of  the  former,  has 
contributed  to  minimize  socially  disruptive  impacts  and  to 
strengthen  state  presence.  In  contrast,  under  the  long 
period  of  Portuguese  and  Spanish  colonization,  Brazil  and 
Mexico  inherited  a colonial  economy.  Brazil  and  Mexico  have 
been  entrenched  as  exporters  of  primary  products. 

second,  a large  amount  of  American  aid  assisted 
Taiwan's  and  Korea's  economic  development  in  their  early 
stages,  rather  than  foreign  borrowing  or  direct  foreign 
investment.  In  contrast,  Brazil  and  Mexico  have  depended 
strongly  on  foreign  borrowing  and  direct  foreign  investment 
in  assisting  their  industrialization. 

Third,  the  economies  of  Taivan  and  Korea  are  free  of 
the  domination  of  KKCs.  The  HNCs  have  not  competed  with 
local  firms  in  domestic  markets  but  instead  have  geared 
themselves  to  export  their  products  to  international 
markets.  Taiwan  and  Korea  have  welcomed  foreign  investment 
and  have  been  far  more  selective,  favoring  particular 
industries  at  different  tines,  that  eliminated  excessive, 
permanent,  and  indiscriminate  protection.  The  minimal  and 
temporary  protection  allowed  for  the  take-off  of  selective 
industries.  Moreover,  Taiwan  and  Korea 


technology,  oanagement  technique,  and  marketing  skills  from 
MNCs.  Host  importantly,  MNCa  were  integrated  into  local 
economy  with  backward  and  forward  linkages.  For  Brazil  and 
Mexico,  cn  the  other  hand,  a high  dependence  on  direct 
foreign  investments  has  resulted  in  the  domination  of  HNCs 
in  domestic  markets.  The  interests  of  MNCs  are  rested  in 
domestic  markets  rather  than  in  overseas  markets.  Thus, 

HKCs  compete  with  local  firms  in  local  markets.  As  a 
result,  HNCs  dominate  Brazil's  and  Mexico's  economies. 

Also,  in  contrast  to  implementing  selective  protection 
strategies  for  certain  industries  in  Taiwan  and  Korea, 

Brazil  and  Mexico  adopted  indiscriminate  protection 
strategies  to  consumer  goods.  The  indiscriminate  protection 
prolonged  the  take-off  of  planned  ISI  projects. 

Fourth,  massive  foreign  iMrrowing  by  Brazil  and  Mexico 
is  used  as  a mainstay  to  sustain  economic  growth.  Debt-led 
development  is  the  preemminent  feature  of  development  for 
Latin  American  HICs.  Moat  foreign  loans  go  to  finance 
consumption  and  public  sectors  and  even  capital  flight, 
rather  than  to  invest.  As  a result,  they  generate  a debt 
crisis.  Taiwan  and  Korea  restricted  Import  consumption  and 
encouraged  savings,  which,  in  turn,  reduced  their  dependence 
on  foreign  loans.  Host  foreign  borrowing  is  used  for 
investment  and  infrastructure,  rather  than  for  consiunption 
and  public  expenditures  on  subsidies. 


Fifth,  Taiwan  and  Korea  have  suffered  from  devastating 
civil  wars  during  the  1940s  and  1950a.  In  reaction  to 
e>cternal  threats  from  Comnunists,  the  Taiwanese  and  Korean 
states  centralized  their  powers  to  consolidate  social 
groups,  with  external  pressures  to  national  security,  both 
states  gained  more  autonony  froa  society.  8y  an  urgent 
Ideology  of  industrialization  to  strength  military  forces 
and  economic  development,  the  drive  to  industrialization 
becomes  comprehensive  rather  than  piecemeal.  Both  states 
enabled  themselves  to  initiate  rational  socio-economic 
reforms  and  policies.  This  developmental  pattern  can  be 
characterized  as  the  "Phoenix  factor"  (a  rising  from  ashes). 
During  the  1940s  and  1950s,  Brazil  and  Mexico  avoided  the 
ravages  of  World  War  II  and  enjoyed  sociopolitical  stability 
and  economic  growth.  Various  social  classes  had  been 
politically  integrated  into  policy-making  groups  in  order  to 
approach  the  democratic  ideal.  Internal  sccial  forces  have 
waived  the  autonony  of  the  state. 

Finally,  with  the  emergence  of  the  "product  cycle"  and 
world  economic  recovery,  it  was  timely  for  Taiwan  and  Korea 
to  adopt  EOI  in  the  19«0s.  Labor-intaneiva  industries 
emerged  in  Taiwan  and  Korea.  In  Brazil  and  Mexico,  the 
implementation  of  further  ISI  attracted  direct  foreign 
investments.  The  HNCs  targeted  large  domestic  markets  with 
high  GNP  per  capita.  This  led  to  increased  imports. 
Eventually,  HNCs  joined  the  political  coalition  that 


supported  ISI  deepening.  Brazil  and  Hexlco  niseed  the 
opportunity  for  exports  and  the  product  cycle  (based  on  the 
use  of  cheap  labor] , but  rather  Increased  iiaporta  and 
encouraged  a capital-intensive  Industrialization,  hs  ISI 
went  further,  it  bade  both  states  more  difficult  to  refom 
economic  policy. 

Among  other  things,  it  needs  to  mention  that  EOI  in 
Taiwan  and  Korea  have  faced  severe  external  impulses  in  the 
late  1980s.  The  implementation  of  EOI  leads  Taiwan  and  Korea 
to  depend  highly  on  foreign  trade.  They  have  become 
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0 external  shocks.  The 

EOI  In  Taiwan  and  Korea  is  related 

1 to  maintain  cheap  labor  wage  and 


low  production  cost  for  exports.  Second,  the  slow  economic 
growth  in  advanced  countries  (especially  u.S.)  reduces 
consumer  good  demands  that  threatens  Taiwan's  and  Korea's 
exports.  Third,  the  atmosphere  of  protectionism  become 
prevailing  in  the  world  economies  that  retards  export 
growth.  Thus,  the  adoption  of  EOI  is  not  always  guaranteed 
to  increase  exports  and  achieve  economic  growth  without  in 
compliance  with  the  existence  of  favorable  world  e 
atmosphere  for  exports. 


Internal  Impacts 

First,  the  Taiwanese  and  Korean  states  strived  to 
reduce  the  inequality  of  income  distribution  more  than  the 
Brazilian  and  Kexican  states  did.  Brazil's  and  Mexico's 


societies  have  mjch  greater  inequality  oc  incone 
liistribution  and  class  differences  than  Taiwanese  and  Korean 
societies.  Equal  income  distribution  in  Taiwan  and  Korea 
reduced  the  conflict  between  the  poor  and  the  rich.  Thus, 
econonic  issues  were  the  least  cause  of  social  popular 


Second,  Brazil  and  Mexico  have  large  donestic  markets 
and  rich  natural  endowments.  These  potentials  give  Brazil 
and  Mexico  nore  credits  to  access  foreign  capital  and  make 
then  more  attractive  for  direct  foreign  investment.  These 
even  contributed  to  the  development  of  ISl.  In  contrast, 
Taiwan  and  Korea  have  small  markets  and  poor  natural 


Lch  reduces  their  attractiveness  to  HKCs.  What 
Taiwan  and  Korea  have  is  a cheap  and  well-educated  labor 
force.  The  adaption  of  labor-intensive  policies,  in  itself, 
motivates  the  implementation  of  export-oriented 
industrialization. 

Third,  industrial  development  in  Taiwan  and  Korea  was 
based  on  agricultural  development.  Land  reform  is  the  key 
policy  providing  a sound  base  for  economic  take-off.  Brazil 
and  Mexico  have  dualized  industrial  and  agricultural 
sectors.  Land  reforms  there  have  lagged  behind  and  have 
been  incomplete  and  unsucceeeful.  Economic  dualism  has 
characterized  Brasil's  and  Mexico's  economic  structures. 

Fourth,  the  impacts  of  land  reform  and  labor-intensive 
industrialization  in  Taiwan  and  Korea  led  to  equalized 


income  distribution.  Taivan  and  Korea  are  exceptional  from 
the  expectation  of  the  Kuznets  curve.  On  the  other  hand. 
Brazil  and  Mexico  have  highly  uneven  income  distribution  on 
a world  scale,  due  to  a high  concentration  of  land  ownership 
and  the  adoption  of  capital-  and  skill-intensive 
industrialization.  Labor-intensive  industrialization  has 
lagged  behind  causing  an  abundant  labor  force  to  be 
underemployed  and  unemployed. 


Fifth,  elite  responses  and  government  r 
differed  dramatically  between  these  two  regional  NICs.  Some 
may  prefer  to  view  this  as  evidence  of  different  values  and 
different  cultures,  For  the  long  tarm  differential 
propensity  for  savings,  educational  achievement,  and  working 
nay  require  culture  explanation  for  economic  development. 

Taiwan  and  Korea  have  comparatively  more  cultural 
advantages  than  Brazil  and  Mexico.  This  is  not  meant  that 
cultures  in  Taiwan  and  Korea  are  superior  to  those  in  Brazil 
and  Mexico,  it  simply  means  that  cultural  traits  differ 
among  those  countries  and  some  traits  nay  effectively 
contribute  economic  growth,  confucian  ethics  confer  to 


society  certain  social  and  political  values  that  grant  the 
state  more  autonomy  (i.e.,  to  respect  authority  and 
paternalism,  to  emphasize  social  order  and  harmony,  and  to 
value  loyelity).  other  confucian  spirits,  such  as 
frugality,  thrift,  a hard  working  ethic,  high  motivation  to 
achieve  education,  and  moderation  in  conflict  solution,  all 


contribute  to  economic  growth.  On  this  point.  Taiwan  and 
Korea  have  a higher  quality  of  human  capital  resources  and 
state  autonomy  than  have  Brasil  and  Mexico. 

sixth,  neither  Taiwan  nor  Korea  has  witnessed  pressure 
from  labor  organizations  in  shaping  economic  and  social 
policies.  The  incentives  of  cheap  ahd  well-educated  labor 
coupled  with  high  productivity,  labor  docility,  and 
willingness  to  work  for  longer  hours  attracted  direct 
foreigh  investments  from  labor-intensive  industries  in  the 
1960S.  These  have  constituted  the  foundation  of  export-led 
growth  and  labor-intensive  industrialization. 

In  contrast,  Brazil  and  Mexico  have  faced  strong  labor 
militancy  demanding  high  wage  rates  ahd  high  social  overhead 
fi.e.,  high  level  of  labor  welfare).  High  social  labor 
costs  drove  Brazil  and  Mexico  to  adopt  capital-intensive  and 
import-substituted  industrialization,  The  adoption  of  a 
capital-intensive  strategy  avoided  and  reduced  labor 
disputes.  The  import-substitution  policy  eliminated  the 
disadvantages  of  high  la)3or  wages  from  international  market 
competitiveness. 

Finally,  neither  Taiwan  nor  Korea  has  experienced 
pressure  from  the  bourgeoisie  in  shaping  economic  and  social 
policies.  The  Taiwanese  and  Korean  states  have  much  control 
in  directing  the  economy.  The  bourgeoisie  has  relied  on  the 
state  and  complied  with  state  policies  in  order  to  sustain 
the  state's  assistance.  The  state 


--bourgeoisie  relation 


cooperative  rather  than  conflictual.  Also«  the  attitude  of 
the  state  toward  private  sectors  tended  to  be  of  promotion 
rather  than  regulation.  In  contrast,  Brazil  and  Hexico  have 
seen  much  pressure  from  the  strong  bourgeoisie  in  policy* 
making.  Both  states  choose  economic  policies  that  comply 
with  the  interests  of  the  bourgeoisie.  The  relation  between 
the  state  and  the  bourgeoisie  is  conflictual  in  nature 
rather  than  cooperative.  The  formation  of  a capitalist 
alliance  supporting  ISI  policies  makes  it  more  difficult  for 
both  states  to  reform  their  development  policies.  The 
attitude  of  the  state  toward  private  sectors  was  regarded  as 
more  regulations  rather  than  promotion  because  of  various 
socio-political  pressures. 


State  B 


The  Taiwanese  and  Korean  states  have  a higher  degree 
of  relative  autonomy  from  society  than  do  the  Brasilian  and 
Mexican  states.  The  continuity  of  an  authoritarian  regime 
in  Taiwan  and  Korea  from  1950  to  the  present  has  not  only 
maintained  its  repressive  powers  over  society,  but  also 
promoted  consistent  economic  and  social  policies,  gconomic 
policy-making  in  both  states  has  been  highly  centralized. 

The  high  degree  of  autonomy  was  relatively  insulated  from 
direct  political  and  social  pressures,  Also,  there  is  a 
high  degree  of  coherence  and  coordination  among  policy- 
makers that  allows  Taiwan  and  Korea  to  pursue  consistent 

: policies  and  goals.  In  contrast,  the  discontinuity 


of  authoritarian  regimes  rotated  with  populist  regimes  in 
Brasil's  politics  and  the  semi-authoritarian  regime  (i.e., 
the  corporatist  political  system)  in  Mexico  cause 
fluctuation  in  state  repressive  powers  and  autonomy,  and 
also  promulgate  inconsistent  (stop-and-go)  and  even 
contradictory  economic  policies.  Different  presidential 
administrations  as  well  created  different  types  of  economic 
preferences  and  policies.  The  inconsistency  of  economic 
policies  pursued  in  Brazil  and  Mexico  also  resulted  from 
multi-centered  government  agencies  in  formulating  policy, 
lack  of  coherence  and  coordination  among  policy-makers,  and 
political  and  social  pressures  from  interest  groups.  These 
factors  have  restricted  the  ability  of  the  state  to 
initiate,  implement,  and  pursue  development  policies  and 
objectives. 

The  policy-makers  of  Taiwan  and  Korea  have  been 
pressured  less  by  society,  whereas  those  of  Brazil  and 
Mexico  have  responded  greatly  to  the  demands  of  the  social 
classes.  The  choice  of  Implementing  ISI  or  SOI  has  been 
related  to  the  matter  of  state  autonomy.  Strong  states  are 
able  to  rapidly  readjust  their  economic  structure  and 
reorient  their  conventional  economic  policies  to  adapt  to 
external  and  internal  Influences.  Weak  states  are  unable  to 
make  such  big  changes  in  economic  structure,  let  alone 
toward  policies  that  preempt  powerful  interest  groups.  That 


Taiwan  and  Korea,  but  was  difficult  for  Brazil  and  Haxicc. 

Different  types  of  state  autonony  and  capability 
display  different  responses  in  econcmlc  policy.  First, 
Taiwan  and  Korea  have  carried  out  conservative  (or  tight) 
fiscal  policies.  Reduction  in  public  expenditures  and 
increase  in  governnent  revenues  enabled  Taiwan  and  Korea  to 
avoid  fiscal  deficits.  In  contrast,  Brazil  and  Mexico 
inplenented  neo-classic  fiscal  policies  in  order  to  increase 
private  investnent  and  government  sanagenent  efficiency. 
Increased  government  expenditures  and  reduced  tax  revenues 
generated  severe  fiscal  deficits. 

second.  Taiwan  and  Korea  have  implemented  conservative 
monetary  policies.  Through  tight  control  of  the  money 
supply,  Taiwan  and  Korea  were  able  to  regulate  Inflation  and 
to  reduce  private  consumption.  In  contrast,  Brazil  and 
Mexico  carried  out  liberal  monetary  policies.  They 
emphasized  an  increased  money  supply  and  expanded  ban)cing 
credits.  The  inordinate  money  and  credit  expansion  resulted 
in  runaway  inflation  and  high  levels  of  consumption. 

Third,  Taiwan  and  Korea  have  undertaken  the  real 
devaluation  of  their  exchange  rates  with  the  effect  of  low 
inflation  rates.  This  directly  encourages  exports  and 
discourages  imports.  This,  in  turn,  has  resulted  in  the 
promotion  of  Taiwan's  and  Korea's  EOI.  In  contrast,  Brazil 
and  Mexico,  with  high  levels  of  inflation,  have  brought 


about  overvaluation  of  their  currencies.  The  overvalued 
exchange  rates  have  tended  to  discourage  exports,  but 
encourage  imports.  This  effect  has  accompanied  the 
promotion  of  Brazil's  and  Mexico's  ISI.  The  distortion  of 
currency  overvaluation  also  resulted  in  massive  capital 
flights. 

Fourth,  Taiwan  and  Korea  have  Implemented  high 

rate  principle.  In  the  1950s  and  196GS,  this  kind  of  action 
was  regarded  as  a risk.  Kevarthelass,  Taiwan  and  Korea 
encouraged  high  savings  deposits  that  provided  sufficient 
investment  capital.  Also,  high  interest  rates  for  loans 
increased  the  careful  consideration  of  investment  rewards 
and  entrepreneurial  management.  It  eventually  brought  about 
investment  efficiency.  In  contrast,  Brazil  and  Mexico 
followed  conventional  interest  rate  aasertions,  implementing 
low  interest  rates  in  order  to  stimulate  investments.  As  a 
result,  low  interest  rates  resulted  in  low  savings  deposits, 
which,  in  turn,  provided  insufficient  funds  for  investment. 
Also,  low  interest  rates  for  loans  led  to  encourage  capital- 
intensive  investments. 

Fifth,  economic  growth  has  come  first  and  social 
welfare  has  cone  second  for  the  Taiwanese  and  Korean  states. 
In  Brazil  and  Mexico,  social  welfare  has  come  first  and 
economic  growth  has  lagged  behind.  Taiwan  and  Korea  have 
spent  lavishly  on  defense  and  on  building  an  infrastructure 


and  an  educational  systeo.  Vet,  Brazil  and  Mexico  have 
expended  considerably  nore  in  housing,  social  security, 
subsidies,  amenities,  and  welfare. 

Finally,  the  development  experience  of  Nice  does  not 
fully  confirm  the  neo-classical  argument,  which  market 
forces  do  work  and  bring  about  economic  development,  but 
rather  it  confirms  the  importance  of  state  intervention. 

The  neo-classical  theorists  argue  that  Taiwan  and  Korea  are 
market  ecanoniee,  As  they  argued,  policy-makers  in  Taiwan 
and  Korea  are  more  market-oriented,  whereas,  in  Brazil  and 
Mexico,  they  are  more  non-market-oriented.  Taiwan  and  Korea 
pursued  "market  conformity,"  while  Brazil  and  Mexico 
promoted  "market  repression."  Taiwan  and  Korea  have 
implemented  more  trade  liberalization  since  1960  than  Brazil 
and  Mexico,  under  the  function  of  market  oonfirmity,  BOI 
policies  succeeded  in  liberalizing  imports  and  establishing 
a free-trade  regime,  which  removed  the  distortion  of  market 
prices.  This  has  made  Taiwan's  and  Korea's  manufacturing 
products  more  competitive  than  those  of  Brazil  and  Mexico. 
Also,  this  allowed  Taiwan  and  Korea  to  efficiently  control 
over  the  allocation  of  resources.  Under  the  impact  of 
market  repression,  Brazil  and  Mexico  artificially  distorted 
market  prices  and  inefficiently  mobilized  domestic  resources 
and  encouraged  export.  Mevertheless,  the  degree  of 
liberalization  in  Taiwan  and  Korea  was  far  away  from  the 
expectation  of  the  neo-classical  accounts.  Import 


liberalisation  was  not  completely  implenented  during  the 
1960s  and  1970s  and  it  was  simply  a managed  liberaliaation 
under  state  control.  Even  though  Taiwan  and  Korea  tended  to 
comply  market  function,  they  still  remained  quite  a lot  of 
non-liberalization  in  economy  before  1960.  The 
discriminatory  strategy  of  economic  policies  for  selective 
import  protection  reflected  the  nature  of  strong  state 
intervention  on  industrialization.  Also,  market  conformity 
was  simply  a development  strategy  for  export,  not  for 
import,  that  the  state  responded  to  approach  economic 
development.  The  development  strategy  enabled  the  state  to 
steer  market  forces  to  create  production  structure  for 
export.  Indeed,  Taiwan  and  Korea  carried  out  a mixture 
strategy  of  market  and  non-market  forces  to  arbitrate 
economy.  The  choice  of  policy  instruments  in  pursuit  of 
market  conformity  and  repression  reflected  the  importance  of 
state  intervention  and  capacity  to  manipulate  market  and 
non-market  forces  to  bring  about  industrialization  and 
economic  growth. 

As  a matter  of  fact,  state  intervention  in  Taiwan  and 
Korea  were  stronger  and  more  selective  than  in  Brazil  and 
Mexico.  The  highly  selective  nature  of  state  intervention 
in  industrialization  was  very  protective.  Import  control 
(quantitative  restrictions  and  high  tariff)  remained  high 
for  the  selected  sectors.  Also,  the  neo-classical 

that  an  open  economy  and  a small  public 


explanation  argued 


sector  Indicated  lees  state  Intervention  in  economy.  Yet, 
the  large  public  sector  was  inportant  for  the  development  of 
Taiwan  and  Korea  in  the  1950e  and  1960b,  even  1970b. 
Moreover,  Taiwan  and  Korea  had  more  autonomous  nature  of 
state  intervention  In  agriculture,  industry,  and  coTonerce 
than  Brasil  and  Mexico.  The  Taiwanese  and  Korean  abates 
have  intervened  directly  and  actively  in  the  direction  of 
economic  development  and  in  market  allocations  of  resources 
and  productive  activities.  Both  states  have  meddled  with  a 
guided  program  of  ISI  and  EOI.  The  nature  of  the  Taiwanese 
and  Korean  states  different  from  those  of  the  Brazilian  and 
Mexican  states  led  to  the  difference  in  methods  and  aims  of 
economic  intervention.  In  short,  the  effect  of  state 
intervention  in  economy  was  greatly  affected  by  the  degree 
of  state  autonomy  and  capacity. 

Research  Findings  of  the  Case  Study  of  HICs 
The  empirical  studies  generate  several  major  findings. 
The  case  study  of  the  development  of  MICs  is  consistent  with 
our  expectations  on  those  three  hypotheses.  First,  there  is 
a positive  relation  between  strong  states  and  economic 
development.  The  development  of  Nics  implies  that  strong 
states  have  been  powerful  enough  to  bring  about  economic 
development.  The  linkage  between  strong  states  and  economic 
development  is  largely  determined  by  the  degree  of  relative 


state  autonomy.  High  degrees  of  relative  state  autonomy 
Increase  the  degree  of  rationality  in  decision-malcing,  which 
leads  to  great  possibilities  for  economic  development.  This 
argument  is  more  applicable,  in  terms  of  degree  of  autonomy, 
to  East  Asian  Nice  than  to  Latin  American  ones. 

The  empirical  case  study  showed  that,  first,  because 
of  high  degrees  of  relative  autonomy,  the  Taiwanese  and 
Korean  states  effectively  implemented  land  reform  policies 
to  redistribute  land  without  confrontation  of  the  landlord 
class.  In  contrast,  the  Brazilian  and  Mexican  states  did 
not  sucoessfully  redistribute  land  due  to  strong  resistence 
of  the  agricultural  capitalist  class,  second,  Taiwan  and 
Korea  had  a large  defense  expenditure  than  had  Brazil  and 
Mexico  that  gave  the  former  states  higher  degrees  of 
relative  autonomy  against  civil  society  than  the  latter 
states.  Third,  a high  degree  of  relative  autonomy  vis-a-vis 
labor  unions  led  to  low  wags  rates.  Taiwan  and  Korea  had 
low  wage  rates  during  1950  to  1980  that  Indicated  both 
states  had  relative  autonomy  against  labor  unions.  Yet, 
high  wages  in  Brazil  and  Mexico  during  1950  to  1980  implied 
that  both  states  had  low  degrees  of  relative  autonomy 
against  labor  unions.  Fourth,  public  enterprises  with  a 
great  profit  expanded  state  power  in  economic  decisions 
against  civil  society.  Fifth,  fiscal  balance  affected  the 
state's  capacity  of  expenditure,  investment,  and  financing 


directing  economic 


developnent.  A great  government  revenue  or  a small 
expenditure  helped  to  sustain  a high  degree  of  relative 
state  autonomy. 

The  developmental  experience  of  Nice  also  confirmed 
that  the  degree  of  state  capacity  directly  influenced 
economic  growth.  A great  degree  of  relative  state  autonomy 
raised  state  power  and  capacity.  An  increase  in  the  degree 
of  state  capacity  positively  enhanced  economic  growth.  This 
has  been  true  in  the  case  of  Taiwan  and  Korea,  In  contrast, 
a low  degree  of  relative  state  autonomy  eliminated  state 
power  and  capacity  to  promote  economic  development. 
Ultimately,  economic  stagnation  occurred  and  social  unrest 
ensued.  This  was  true  in  the  case  of  Brazil  and  Hexico. 

The  empirical  case  study  presented  that,  first,  Taiwan 
and  Korea  had  higher  degrees  of  state  capacity  than  Brazil 
and  Hexico  to  obtain  high  economic  growth  rates.  Second, 
Taiwan  and  Korea  had  greater  state  capacity  to  promote 
export  and  sustain  trade  surpluses  than  had  Brazil  and 
Hexico.  Third,  a high  degree  of  state  capacity  was  the 
prerequisite  to  achieve  an  equalitarian  income  distribution. 
Taiwan  and  Korea  had  higher  degrees  of  state  capacity  to 
Improve  income  distribution  than  Brazil  and  Hexico.  Fourth, 
the  improvement  on  fiscal  balance  also  revealed  a certain 
degree  of  state  capacity.  High  degrees  of  state  capacity 
prevented  the  occurrence  of  fiscal  crisis.  Taiwan  and  Korea 
had  greater  state  capacity  to  eliminate  fiscal  deficits  than 


Brazil  and  Mexico.  Finally,  there  was  a negative  relation 
between  state  capacity  and  inflation  rates,  High  degrees  of 
state  capacity  led  to  low  inflation  rates,  which  were 
conducive  to  economic  growth. 

The  case  of  NICs  is  consistent  with  the  second 
hypothesis,  which  the  more  uncertainties  of  hegemony  in 
world  politics  permits  peripheral  states  to  develop  their 
economy.  Bast  Asian  and  Latin  American  NICs  have 
experimented  with  a different  method  in  their  quest  to  gain 
advantages  from  the  world  system.  Taiwan  and  Korea  took 
advantage  of,  first,  the  challenges  of  the  (J.s.  hegemony  in 
world  politics  during  the  19S0s  (i.e.,  receiving  a large 
amount  of  aid  from  U.5.A. ) and,  second,  the  competition  of 
the  hegemony  of  world  economy  during  the  iseOs  and  19706 


(i,e.,  the  occurrence  of  product-cycle  effect),  in 
contrast,  Brazil  and  Mexico  obtained  benefits  from  the 
expansion  of  the  u.s.  hegemony  of  world  economy  {i,e,, 
inflowing  a large  amount  of  DFI  from  U.S. A.)  during  the 
19tos  and  1960s  and  from  the  competition  over  hegemony  in 
the  world  economy  during  the  1970b  (i.e.,  product-cycle 
effect) . 

The  uncertainties  that  surrounded  a hegemonic  shift  in 
world  economy  or  politics  generated  world  structural 
changes,  which  provided  development  opportunities  and  also 
constrained  peripheral  states  to  develop,  seizing 
opportunities  and  eliminating  constraints  was  highly 


dependent  on  the  degree  of  state  capacity.  High  levels  of 
state  capacity  allowed  the  Taiwanese  and  Korean  states  to 
eliminate  constraints  and  to  turn  opportunities  into 
economic  success.  Low  levels  of  state  capacity  led  the 
Brazilian  and  Hexican  states  to  miss  opportunities  and  face 
more  restraints. 

The  empirical  case  study  showed  that  there  was  a close 
relation  between  state  capacity  and  relative  autonomy  of  a 
state's  economy  against  HNCs.  Foreign  capital  offered 
opportunities  for  economic  growth  if  states  implemented 
expedient  economic  policies.  A high  dependence  on  foreign 
capital  led  to  a low  autonomy  of  economy.  Several  findings 
between  foreign  capital  and  economic  growth  stand  out. 

First,  a great  amount  of  OFI  engaging  in  exporting  sector 
helped  to  increase  relative  autonomy  of  a state's  economy 
and  economic  growth  that  occurred  in  Taiwan  and  Korea  under 
the  EOT.  second,  a great  amount  of  DPI  aimed  at  domestic 
market  led  to  the  decrease  of  relative  autonomy  of  economy 
that  happened  in  Brazil  and  Hexico  under  the  promotion  of 
ISl.  Third,  high  domestic  savings  helped  reduce  current 
account  deficits  that  contributed  to  the  increase  of 
relative  autonomy  of  a state's  economy.  Fourth,  a large 
foreign  borrowing  used  for  investment  had  a great  chance  to 
achieve  economic  growth  that  was  true  in  Taiwan  and  Korea. 

A large  foreign  borrowing  used  to  finance  trade  and  fiscal 
deficits  stagnated  economic  development  and  eliminated 


relative  autonomy  of  a state's  economy  that  was  true  in 
Brazil  and  Hexico.  Fifth,  there  was  a positive  relation 
between  foreign  aid  and  economic  growth,  h large  foreign 
aid  had  a great  chance  for  economic  growth.  The  inflow  of 
foreign  aid  eased  fiscal  deficits  and  provided  revenues  that 
allowed  the  state  to  arbitrate  economic  development. 

Finally,  the  empirical  data  are  also  consistent  with 
the  third  hypothesis,  which  focuses  on  the  relation  between 
the  state,  class  struggle,  and  policy  formation/option.  The 
higher  degree  of  class  conflict  a state  perceived,  the  more 
likely  it  was  to  reform  policy  to  sustain  a situation  of 
political  stability.  To  respond  to  the  demands  of 
subordinate  classes  led  to  counter  the  interests  of  the 
dominant  class.  In  such  a case,  the  state  encountered  a 
strong  resistence  of  the  dominant  class.  The  demands  of 
subordinate  classes  became  political  pressures  affecting  the 
state's  policy  formation.  As  a result,  it  nourished  the 
political  power  of  the  subordinate  classes  with  respect  to 
policy  formation  and  was  considered  as  an  effective 
political  tool.  The  state  gained  some  degree  of  autonomy 
from  the  dominant  class,  and  lost  some  degree  of  autonomy 
due  to  the  confrontation  of  subordinate  classes. 

External  threats  eliminated  the  intensity  of  class 
conflicts  and  struggles.  National  insecurity  gave  the  state 
more  relative  autonomy  in  arbitrating  its  policies  for 
economic  development,  national  strength  and  ensure  national 


security.  State  autonomy  was  given  to  respond  to  economic 
development.  If  economic  development  was  stagnant,  the 
state  was  losing  its  autonomy.  Hence,  great  external 
threats  reduced  the  Intense  class  conflict  that  gave  the 
state  relative  autonomy  and  a great  responsibility  for 
accelerating  economic  development. 

The  nature  of  class  relation  reflected  the  character 
of  the  state  in  response  to  economic  development.  In  other 
words,  the  state  expanded  in  the  context  of  and  in  response 
to  class  conflicts.  The  class  nature  of  the  state  was 
changed  over  time  on  the  basis  of  the  changing  nature  of 
class  conflict,  which  was  rooted  in  economic  relatione.  The 
state  was  shaped  by  class  relations  and  it  took 
responsibility  for  the  accumulation  of  capital  for  the 
dominant  class  (i.e.,  to  animate  the  development  of 
capitalism)  and  satisfying  the  demands  of  subordinate 
classes  (i.e.,  to  ensure  social  peace  and  political 
stability) . But  the  state  would  not  respond  to  policy 
reform  or  initiate  development  strategy  without  receiving 
great  pressure  from  class  conflicts.  The  quality  of  state 
response  in  policy  formation  was  related  to  state  autonomy 
and  state  capacity. 

k great  "relative  autonomy"  gave  a state  less  pressure 
from  social  classes  and  competently  controls  class  struggles 
and  activities.  The  state,  in  response  to  class  relations 
and  conflicts,  was  in  a neutral  and  impartial  posture,  which 


was  distinct  from  a weak  state's  response  to  class 
struggles.  Effective  policies  were  made  as  a by-product  to 
a lower  level  of  involvement  of  social  classes.  They  were 
designed  to  favor  neither  the  dominant  class  nor  satisfy 
subordinate  classes,  but  rather  promote  the  state’s  own 
advantages  and  goals,  in  particular,  with  impartial  policy- 
decision  in  favor  of  various  social  classes,  in  general. 

This  argument  adequately  explained  Taiwan's  and  Korea's 
developmental  experiences  during  the  1960s  and  1970s. 

A low  degree  of  relative  state  autonomy  resulted  in  a 
strong  confrontation  within  social  classes;  and  state 
response  was  affected  as  the  consequence  of  class  conflicts. 
State's  responses  were  highly  partial  in  favor  of  a certain 
social  class  with  its  great  pressure.  This  has  been 
undertaken  by  the  Brazilian  and  Mexican  states  during  the 

The  empirical  case  study  of  Nics  evidenced  that, 
first,  a great  share  of  production  output  by  private  sectors 
led  to  a strong  capitalist  class,  whose  confrontation  gave 
few  policy  options  to  the  state.  Second,  a great  inequality 
of  income  distribution  formed  a strong  capitalist  class  vis- 
a-vis  state  power.  It  was  more  difficult  for  the  state  to 
adopt  such  economic  policies  against  the  interests  of  the 
capitalist  class.  The  less  policy  choices  eliminated  the 
degree  of  state  capacity.  Third,  more  labor  strikes  and 
demonstrations  revealed  less  labor  control  by  the  state  and 


strong  labor  unions  against  the  state.  Strong  labor  unions 
raised  labor  wages  that  made  export  less  competitive.  High 
labor  wages  also  increased  consumption  levels  and  then 
encouraged  imports.  High  labor  wages  and  large  domestic 
markets  encouraged  foreign  investment  to  aim  at  internal 
rather  than  external  markets,  zn  contrast,  weak  labor 
unions  and  low  labor  wages  attracted  foreign  investment  to 
allocate  in  export  sectors.  Low  labor  wages  decreased 
consumption  levels,  reduced  imports,  and  stimulated  exports, 
The  degree  of  state  autonomy  with  labor  wage  policies 
affected  export  performance.  Fourth,  the  great  pressure 
from  subordinate  classes  led  to  large  social  expenditures, 
which  often  caused  fiscal  deficits.  Fiscal  crisis  reduced 
the  degree  of  state  autonomy  and  relative  autonomy  of  a 
state's  economy.  Fifth,  the  capitalist  class  supported  ISI 
because  it  took  advantage  of  ISI.  As  the  capitalist  class 
became  strong,  the  state  faced  strong  confrontation  to 
reform  policies  from  ISI  to  EOI.  The  strong  capitalist 
class  eliminated  the  degree  of  state  capacity  and  autonomy 
to  formulate  and  implement  policies,  sixth,  strong  lalrar 
unions  and  high  wages  were  possible  under  the  ISI  because 
export  performance  was  not  concerned.  High  labor  wage  and 
strong  labor  unions  resulted  in  the  adoption  of  capital- 
intensive  methods,  which  would  eliminate  social  costs  and 
labor  disputes.  Furthermore,  capital-intensive  industries 
reduced  employment  opportunities,  which  caused  unequal 


incons  distribution.  Ths  pronotlon  of  SOI  required  week 
labor  unions  and  low  wages  that  faciliated  the  developoent 
of  labor-intensive  Industries.  In  turn,  labor-intensity  was 
conducive  to  incone  distribution. 


Several  implications  nay  be  drawn  from  the  experiences 
of  Nice,  with  regard  to  the  economic  development  and  the 
autonomous  role  of  the  state. 

1.  The  econonic  development  of  NICs  is  characterized 
by  massive  state  interventions.  The  dirigiste  state  enables 
itself  to  efficiently  implement  economic  policy.  The  HICs 
are  not  conforming  to  the  laissez  faire  advocacy  that  state 
interventionism  is  deleterious  to  economic  development.  The 
success  of  state  intervention  in  an  economy  requires 
competent  political  leaders.  It  also  requires  rational 
economic  policies  to  remove  distortions  of  price  and  profit 
from  the  free-market  system. 

2.  The  case  of  NICs  also  demonstrates  the  importance 
of  a state's  autonomy  in  determining  the  range  of  choice  and 
direction  of  economic  development.  The  preference  and 
reaction  of  the  domestic  popuolous  and  the  influence  of 
foreign  powers  directly  constrains  a state's  autonomy  in 
directing  an  economy.  The  triple  alliance — the  interaction 
of  the  people  and  the  state  accompanied  by  the  interaction 
of  the  state  with  foreign  powers — shapes  the  range  of  policy 


choicsB  and  the  direction  of  development,  only  with  a high 
degree  of  autonomy  could  the  state  wield  the  alliance  and 
pursue  its  preferences. 

The  Taiwanese  and  Korean  states  play  an  extremely 
important  role  in  promoting  economic  development.  Because 
they  are  politically  independent  of  their  societies,  both 
states  could  launch  initiative  policies.  With  an  enormous 
party  and  state  bureaucracy,  a military  machine,  a security 
network,  and  the  presence  of  a large  public  sector,  the 
Taiwanese  and  Korean  states  had,  as  could  have  perhaps  those 
of  Mexico  and  Brazil  as  well,  control  over  political 
apparatuses  and  enjoyed  high  autonomy  In  policy-making. 

3 . The  development  of  NICs  weighs  the  state  as  an 
autonomous  actor  in  the  development  process  and  casts  doubts 
on  the  state  as  a captive  of  the  capitalist  classes.  The 
state's  "autoncDcus  role"  in  development  does  not  confirm  to 
the  orthodox  Marxist  notion  that  the  state  Is  a mere 
expression  of  class  interests.  To  this  point,  It  highlights 
that  "economic  revolutions"  are  still  possible  without 
"political  revolutions"  which  attempt  to  achieve  state 
autonomy  by  doing  away  with  the  capitalist  classes. 

4.  Taiwan  and  Korea  have  been  militarily  threatened 
from  outside;  namely,  by  the  People's  Republic  of  China  and 
by  North  Korea.  Such  outgroup  (external)  threats,  which 
usually  have  the  effect  of  promoting  ingroup  (internal) 
solidarity  and  particularly  of  forcing  divergent  members  of 


each  other. 


the  ingroup  leadership  to  cooperate  with 
likely  contributed  to  the  willingness  of  the  opposition  to 
work  together  with  the  mainstreaD  in  sustaining  economic 
developnent.  Both  states  express  their  strong  commitments 
to  economic  development  with  a high  degree  of  efficiency  and 
discipline.  Clean  state  bureaucracy  guarantees  neutrality 
of  economic  policy,  protecting  it  from  the  interests  of  the 
capitalist  classes. 

B.  Taiwan's  and  Korea's  developments  depart  from  the 
expectations  of  dependency  theory  assertions  and  conform  to 
the  prediction  of  modernization  theory.  The  neo- 
modernization theory  in  the  19808  has  integrated  the 
subjective  actor  and  objective  social  structure  into  an 
analytical  framework.  It  comes  close  to  the  theme  of  the 
state  as  an  actor  in  both  internal  and  external  structural 
impacts.  This  framework  leaves  some  room  for  East  Asian 
NICs'  developments.  In  contrast,  Brazil's  and  Mexico's 
developments  perfectly  fit  the  prediction  of  dependency 
theory  which  denies  the  possibility  of  independent 
Induetrialization  and  capitalist  development  in  the  Third 
World.  In  accord  with  it,  the  result  of  dependent 
development  is  highly  unequal  income  distribution  and 
economic  stagnation  in  the  long  term.  Yet,  neo-dependency 
theory  in  the  1980s  has  further  integrated  the  role  of  the 
state  in  response  to  economic  dependent  development  and  the 
impact  of  social  structures.  Neo-modernization  and  neo- 
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becomes  possible  and  tangible  tor  Third  World  countries. 

countries  are  caught  in  the  cage  of  underdevelopment  and  are 
sacrificed  in  the  world  ''zero-sun"  game.  Capitalist 
development  has  been  disastrous  for  the  Third  World. 


Underdevelopment  was  a direct  reeult  oC  capitalist 
development  in  the  west  (Saran,  1973;  Amin,  1976).  The  only 
way  that  Third  World  countries  could  escape  from  this 
economic  impasse  was  to  withdraw  from  the  world  capitalist 
system  completely  and  to  introduce  socialist  economic 
planning.  However,  the  case  of  NICs  displays  that  they 
could  translate  their  indigenous  structures  into  national 
advantages  and  economic  development.  The  rise  of  newly 
industrialising  countries  further  implies  that  the  end  of 
the  Third  World  is  emerging,  by  a self-sufficient 
industrialization  rather  than  a socialist  revolution 
isolated  from  the  capitalist  world. 

7.  It  must  be  emphasized  that  state  theory  only  tends 
to  stress  the  importance  of  state  autonomy  from  society  in 
nurturing  economic  development  at  its  beginning,  but  not 
extensively  to  its  end.  That  is,  how  can  state  theory 
explain  that  state  autonomy  is  jeopardized  by  economic 
growth  after  a high  degree  of  state  autonomy  contributes  to 
economic  development.  For  instance,  state  theory  fully 
interprets  the  rise  of  East  Asian  NICs  as  due  to  high  state 
autonomy  from  society,  but  only  during  the  beginning  of 
industrialization.  However,  it  does  not  recognize  "state 
autonomy"  throughout  the  whole  development  process,  instead 
only  emphasizing  state  capability  in  directing  the  economy. 
As  economic  development  has  been  achieved,  the  East  Asian 
states  are  losing  their  autonomous 
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aocietisB.  Accordingly,  it  is  expressed  that  for  East  Aslan 
HICs,  a low  level  of  state  autonomy  simply  leads  to 
diminutive  economic  growth  because  policy  decisions  are 
restrained  by  some  interest  groups,  If  this  assertion  is  to 
be  refuted,  we  must  qualify  the  range  of  state  theory  as 
being  limited  to  economic  development  in  a certain  period, 
under  certain  conditions,  and  with  certain  forma  of 
political  leadership. 

In  addition,  the  degree  of  autonomy  would  change  over 
time  depending  on  the  outcome  of  ongoing  state-society  and 
state-external  power  relations.  A high  degree  of  state 
autonomy  may  or  may  not  contribute  to  economic  development, 
but  a low  degree  of  state  autonomy  is  least  likely  to  bring 
about  economic  development.  Only  with  a high  degree  of 
state  autonomy  and  state  capability  could  the  state 
guarantee  economic  development. 

S.  There  is  a close  linkage  between  the  role  of  the 
state  and  ISI  and  SOI  development  strategies.  East  Asian 
Hies  have  geared  their  whole  economies  toward  exports, 
whereas  the  Latin  American  NlCs  have  approached  import 
substitution.  The  ISI  is  often  maintained  by  a combination 
of  an  overvalued  currency  to  subsidize  the  importation  of 
capital  goods  and  high  tariff  walls  to  protset  local 
consumer  goods  industries.  To  maintain  the  overvalued 
currency  requiree  reserves  of  foreign  exchange  that  may 
entail  foreign  indebtedness.  Indeed,  ISI  does  not 


necessarily  entail  a reduction  of  ijuports.  often  ISI  leads 
to  an  increase  in  import  volume,  from  consumer  goods  to 
intermediate  and  capital  goods.  In  practice,  ISI  has  mainly 
focused  on  protecting  final  goods  production  and  subsidizing 
the  importation  of  capital  and  intermediate  goods.  Such 
subsidy  and  protection  encourage  more  capital-intensive 
investments  and  tend  to  foster  reliance  on  foreign  inputs. 
These,  in  turn,  bring  about  inefficient  management  with 
considerable  monopoly  power.  As  a result,  the  emphasis  on 
developing  the  final  stage  of  production  has  ignored  the 
development  of  vertically  and  even  horizontally  integrated 
industries. 

In  contrast,  EOI  promotes  international  trade  as  a 
catalyst  of  development.  The  Eol  economies  are 
characterized  by  an  unbiased  incentive  structure  and  an 
optimum  allocation  of  resources.  The  SOI  policies  dismantle 
the  limitation  of  small  domestic  markets  and  extend  into 
world  markets.  By  removing  the  bias  against  exports,  EOI 
economies  expand  domestic  industries  with  their  potential 
comparative  advantages.  Under  EOI  policies,  domestic  firms 
must  compete  in  the  international  market.  The  competititon 
tends  to  make  domestic  firms  more  efficient.  The  EOI 
economies  prevent  making  the  costly  mistake  of  following 
inner-oriented,  restrictive  trade  and  industrialization 
development  strategies.  They  effect  import  liberalization 
and  the  adoption  of  a realistic  exchange  rate  in  stimulating 


export  proBOtion.  An  EOI  strategy  permits  countries  to 
achieve  efficiency  through  specialization,  such  states  are 
able  to  take  advantage  of  labor-intensive  industries  and  to 
earn  foreign  exchange  with  which  to  finance  their 
industrialization. 

Policy  Alternatives  tor  Third  Worid  Pevelopaent 

The  macroeconomic  policy  model  of  Nics  suggests 
several  policy  alternatives  for  Third  World  countries  to 
approach. 

1.  Export-oriented  industrialization  removes  the 
distortion  of  market  prices  and  increases  the  competitive 
capacity  of  domestic  firms. 

2.  To  pursue  a balance  of  government  budget 
(eliminating  public  sector  deficits)  improves  economic 
growth,  reduces  foreign  borrowing,  and  helps  control 
inflation,  which,  in  turn,  keeps  exports  competitive. 

3.  Labor-intensive  industrialization  is  a suitable 
policy  for  developing  countries  to  foster;  it  increases 
employment  opportunities,  requires  less  capital,  and  obtains 
comparative  advantages  in  the  competitiveness  of  exports. 
Furthermore,  labor-intensive  industrialization  would 
increase  labor  income  and  then  reduce  the  inequality  of 
income  distribution. 

4.  Export-oriented  industrialization  must  meet  certain 
requirements.  It  must  ease  import  controls  for 


reduce  tariffs,  establish  a stable  exchange  rate,  and 
conforsi  to  the  market  nechanisn. 

5.  Maintaining  positive  real  interest  rates  is 
important  for  decreasing  expansion  of  the  money  supply  and 
consumption,  controlling  inflation,  allocating  credits 
efficiently,  and  increasing  savings. 

S.  To  keep  the  official  exchange  rate  close  to  the 
market  rate  prevents  capital  flight  and  removes  market  price 
distortions.  The  smaller  the  gap  between  the  official  and 
market  exchange  rates,  the  lower  the  effective  protection. 
This  eliminates  the  bias  of  domestic  market  sales  for  local 

7.  To  keep  real  exchange  rates  underdevalued  and 
stable  reduces  inflation  rates,  and  also  encourages  exports 
and  discourages  imports.  Besides,  a multiple  exchange  rate 
system  must  be  substituted  by  a sharply  devalued  unitary 
rate,  which  gives  a stronger  Incentive  for  exports  and  gets 
the  price  right,  k realistic  exchange  rate  ensures  the 
continued  pursuit  of  an  outward-looking  development. 

a,  To  expand  the  money  supply  must  be  appropriate  and 
adequate.  An  excessive  money  expansion  leads  to  loss  of 
control  over  inflation  and  overvalues  currency.  Yet  a slow 
growth  of  the  money  supply  also  hurts  economic  growth  rates. 

9.  To  reduce  dependence  on  foreign  investment  of 
capital-intensive  industries  prevents  a market  monopoly  in 
foreign  hands. 
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10.  The  free  labor  oarket  is  competitive,  without  the 
imposition  of  social  costs,  minimum  wage  regulations,  and 
intervention  of  labor  unions.  LaJ>or  wages  and  prices  are 
determined  and  adjusted  by  market  mechanisms,  not  by 
nonmarket  (e.g.,  social)  forces.  An  undistorted  labor  wage 
increases  competitiveness  and  allows  the  promotion  of 

11.  The  education  system  must  be  widespread  and 
responsive  to  the  people.  A better  education  produces 
better  quality  of  human  capital  resources. 

12.  Policy-makers  must  consider  long-term  gains  with 
consistent  assertiveness,  rather  than  short-term  interests 
with  inconsistent  policies. 

13.  The  state  must  pursue  completely  outward-looking 
policies,  without  introducing  inward-looking  measures  at  the 
same  time.  If  an  outward-locking  regime  does  not  proceed  to 
dismantle  import  tariffs  and  quotas,  the  restoration  of  an 
equilibrium  exchange  rate  will  not  completely  offset  the 
bias  against  exports. 

At  last,  it  must  be  qualified  what  other  Third  World 
countries  can  learn  from  the  development  experiences  of  East 
Asian  and  Latin  American  Nics  in  assisting  their  economic 
growth.  As  mentioned  at  the  beginning,  the  economic  success 
of  NlCs  offers  some  valuable  experiences  of  what  other  Third 
World  countries  might  need  to  learn  and  practice.  Learning 
from  and  checking  with  examples  can  prevent  mistakes  and 


eliminates  guesswork  in  policy-making  and  can  also  increase 
efficiency  in  prospering  economy. 

We  are  not  suggesting  that  a state  totally  adapting 
successful  experiences  from  East  Asian  HICs  would  lead  to 
economic  growth.  Indeed,  it  is  realized  that  one  person's 
medicine  may  be  poison  for  another.  Meaning  that  policies 
work  well  in  one  country  may  not  succeed  in  another,  or  they 
may  even  generate  quite  different  results.  Countries 
capable  of  learning  from  HICs  must  first  consider  what  they 
have  and  what  they  want  in  compliance  with  their  development 
goals,  needs,  and  resource  utilization. 

Countries  learning  from  Hies'  development  experiences 
must  be  highly  selective  and  adaptive  to  internal  and 
external  situations.  As  is  acknowledged,  different 
countries  have  different  historical  contexts  and  social 
class  structures  and,  therefore,  have  different  needs  and 
aims.  Whichever  policy  is  selected  and  implemented,  the 
country  must  adapt  the  policy  to  its  social,  cultural, 
historical,  economic,  and  political  contexts. 

This  dissertation  fits  in  the  secondary  data  and 
literature.  I have  tried  to  analyze  systematically  the 
comparative  roots  of  East  Asian  and  Latin  American 
development  experiences,  and,  in  some  aspects,  have  found 
the  aggregate  data  approach  insufficient.  The  insufficient 
aggregate  data  eliminated  the  capability  of  a quantitative 
comparative  design  and  the  validity  of  conclusion. 


Nevertheless, 


multiple  indicators 


variable  in  different  dinensions  prevented  the  distortion 
and  error  of  using  a single  neaeurement,  which  was  adopted 
by  most  current  researchers  in  this  field.  The  use  of 
multiple  indicators  was  a holistic  analysis  that  provided  a 
better  understanding  and  interpretation  on  development.  The 
degree  of  consistency  among  multiple  indicators  would 
eliminate  the  error  of  confllctual  conclusion  and  increase 


research  validity. 
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Table  B.2 

: Real  Interest  Rates  in  Brazil  and  Mexico 
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